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Take a Second Look... 


No matter where your vacation takes you, Canada’s natural 
beauty is close at hand . . . rivers, trees, prairies, mountains. 
But behind that beauty is the waterpower, the pulp, the 
lumber, the minerals, the grain . . . yes, and the factories, too, 
that the enterprise . . . and the savings of many, many people 
have moulded into one of the world’s great agricultural and 
industrial countries. 


Canada is rich in natural resources . . . probably richer than 
any of us dreams. While these resources have been here for 
ages it really has been only within the lifetime of most of us 
that the savings of Canadians have been used in their develop- 
ment. People of other countries have helped, of course . . . but 
Canadians may take pride in knowing that it primarily has 
been their own savings . . . and their own ingenuity that have 
been responsible. 


But getting back to your vacation, we would like to make a 
suggestion ... after you admire the beauty of the country take 
time for a second look . . . take time to realize what the real 
natural wealth of this country means to you and to every other 
Canadian. If you do, we think you may get just as enthusiastic 
as we are about the soundness of Canadian investment. 


When you get home you may want information on some 
situation which has caught your imagination, or perhaps some 
assistance in drawing up a programme of diversified Canadian 
investment. If so, we can help you. This is your invitation to 
write us or to drop in to any of our offices. 


A. EK. Ames & Co. 


Limited 
Business Established 1889 


TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER 
VICTORIA WINNIPEG CALGARY LONDON HAMILTON OTTAWA 
KITCHENER ST. CATHARINES OWEN SOUND QUEBEC SOSTON, MASS. 











Edward J. Williams, F.C.A., Comptroller, James Richardson & Sons 


“Moore forms help confirm orders the same day” 
CONTROL GIVES JAMES RICHARDSON & SONS MAXIMUM SPEED AND ACCURACY IN BILLING 


A fully automated accounting system, combined 
with direct private teletype lines linking 26 
branch offices, gives investment firm James 
Richardson & Sons more efficient service in 
processing client’s stock, bond and commodity 
orders. Confirmation to the client of his buy 
or sell orders is virtually automatic and the 
contract or invoice is mailed the same day the 
transaction was made at the market. 


The key to the system is the automatic trans- 
mission of data and the automatic printing of 
information from punched cards. These are 
processed by an IBM Calculator to obtain gross 
or net amounts, taxes, and commissions. With 
this added information, the cards run through 


Build control with 


an IBM Accounting Machine which prints the 
complete invoice or contract on a 3-part Moore 
Continuous Form. It is the company’s control 
in print. 

Automated Data Processing can solve prob- 
lems for any company, large or small. It need 
not be costly. To see how this might benefit 
your business, write the nearest Moore office. 


Moore Business Forms Ltp.*—856 St. James St. 
West, MontrEAL—7 Goddard Avenue, Toronto 15 
—711 Erin Street, Winnrpec—296-12th Ave. East, 
VaNcouvER—Over 300 offices and factories through- 
out Canada, U.S., Mexico, Caribbean 


and Central America. 
* Division of Moore Corporation, Limited 


MOORE BUSINESS FORMS 





CHARTERED ACCOUNTANT 
TEAMWORK LIFE UNDERWRITER 
LEGAL COUNSEL 
‘h CORPORATE EXECUTOR 

Sooner or later all members of this 
team will be called on for advice 
and counsel. 

ESTATE Particular skill is required where a 
family business or a private company 


is concerned. 


National Trust Co. is always ready 
PLAN R | to co-operate by drawing on a vast 
experience in practical estate adminis- 


tration. 

Our trust officers will be glad to 
contribute at any time to discussions 
on this important subject. 


20 KING STREET EAST, TORONTO, ONTARIO 


Toronto Montreal Hamilton Winnipeg 
Edmonton Calgary Vancouver Victoria 
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QUICK PICTURE: 


You will find, in our Com- on trade, industry and finance, 
mercial Letter, a quick but ac- authoritative articles on special 
curate survey of current com- aspects of Canada’s economy. 
mercial activities in Canada, a Your local manager will gladly 
concise review of foreign trade place your name on our mail- 
developments, the latest statistics ing list, or just write to: 


THE CANADIAN BANK OF COMMERCE 
HEAD OFFICE e TORONTO B-757 
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H. G. NORMAN, C.M.G., C.A. (page 132) 

The most impressive feature of 
Canada’s economic growth in the 
past decade has been the very high 
rate of investment from abroad, par- 
ticularly from the United States. Cer- 
tainly the country could not have 
done without it because Canadians, 
as individuals, did not have available 
for investment the large sums needed 
in order to develop the country’s new 
industries or natural resources. Fur- 
thermore, as Henry G. Norman points 
out in his article “Foreign Investment 
in Canada”, many Canadians do not 
appear to have been willing to take 
the risks inherent in primary financ- 
ing but “have been satisfied in letting 
the non-resident put up the necessary 
funds”. After tracing the main flow 
of capital contributions to Canada 
since the early days of the century, 
the author outlines some of the prob- 
lems which a high rate of capital 
investment from abroad can create 
and emphasizes why Canadians 
should keep reasonable control of the 
economic development of the coun- 
try. 

Well-known to CCA readers as a 
businessman and diplomat, Mr. Nor- 
man is president of the Montreal and 
Canadian Stock Exchanges. A chart- 
ered accountant since 1914, he is a 
past president of both the Canadian 
and Quebec Institutes of Chartered 
Accountants. During World War II, 
he was retained in an advisory ca- 
pacity by the Minister of National 
Defence and acted as financial ad- 
viser to the British Commonwealth 
Air Training Plan. He entered the 


Canadian diplomatic service in 1952 
and was Ambassador to Venezuela 
for three years before being named 
Consul General in New York. 


ST. ELMO V. SMITH, C.A. (page 125) 

With the increasing complexity of 
business, the auditor must be con- 
stantly on the alert to improve his 
techniques in order to enhance the 
quality of his services. Some com- 
panies, says St. Elmo V. Smith in 
“Trends in Audit Practice”, are liter- 
ally risking their money on the 
strength of the auditor’s opinion and 
yet, the author points out, changes 
in auditing practice have not re- 
ceived the same attention as changes 
in accounting principles and con- 
cepts. His article is an attempt to 
stimulate thinking on some of the 
new techniques which are available 
to the auditor and improve and ex- 
tend his services beyond giving his 
professional opinion on the client's 
financial statements. 


Mr. Smith is a partner in the To- 
ronto office of Price Waterhouse & 
Co. and obtained his certificate in 
chartered accountancy in 1941. He is 
a member of the Institute of Char- 
tered Accountants of Ontario and 
served for four years on the In- 
stitute’s Auditing and Accounting Re- 
search Committee. In 1956 and 1957, 
he was a member of the Annual Con- 
ference Committee of the Canadian 
Institute of Chartered Accountants. 


C. A. NAYLOR, F.S.A. (page 142) 

The question of health is a vital 
one to businessmen of today and 
probably has been brought into 
sharper focus because national hos- 
pital insurance is expected to be in 
operation in most Canadian provinces 
by the beginning of 1959, Its intro- 
duction will have a far-reaching 

Continued on page 110 
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Multiplication by calculator-— 


Multiplying is a breeze the Marchant automatic 


push-button way...there’s no waiting for answers* 


When multiplying with any other calculator, there’s 
an idle wait while the answer builds up. This “watch 
and wait” multiplication can be a figurework botile- 
neck, costly in time and money. 

But there’s no waiting with the Marchant calcula- 
tor. Marchant’s exclusive “live” multiplier keys give 
you the answer as fast as the digits are entered! And 
when the last multiplier key is touched, it’s the 
answer, not the user, that’s waiting! 


Your nearby Marchant Man will be glad to show 
you how the ease and speed of Marchant’s automatic 
push-button multiplication can help you cut your fig- 
urework costs and boost your figurework output. Or, 
send the coupon for full information. 


‘These “live” multiplier keys Modern Management 


+ - . exclusive on the Marchant 
calculator . . . make possible Counts on Marchant 


Marchant’s fast, easy push-button 
multiplication . . . automatic, si- 
multaneous! You just touch the 
multiplier keys and read the answer! 


MARCHANT CALCULATORS, t1D. 


26 DUNCAN ST., TORONTO 2-8, ONT. 


New Marchant 10-Key Adder permits | Marchant Calculators Ltd., 26 Duncan St., Toronto 2-B, Ont. 


high-speed touch-system operation (0 Please send full information on how the 
. ease, speed and accuracy of Marchant cal- 

Light, lively touch and compact, | culators can cut our figurework costs and 

simplified keyboard make complete lighten our figuring burden. 

touch system easy. You'll breeze | [] Please send full information on the new 

through addition and subtraction | Marchant 10-key Adder. A-8 

with this fully electrified adding 


machine. | NAME —____ sistent a eccacaat 


Please attach coupon to your business letterhead 
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A Sun Life Endowment Policy can 





guarantee ample funds for retire- 





ment years of leisure, travel and 





comfort, while providing full life 





insurance protection through your 





working years. 






Talk it over with your Sun Life 
representative — TODAY! 







SUN LIFE ASSURANCE 
COMPANY OF CANADA 


Coast to Coast in Canada 
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effect on existing welfare plans and 
will pose a number of important 
problems for those responsible for 
their overall administration. The 
reason for Carman A. Naylor’s article 
“Government Hospital Insurance 
and Company Welfare Plans” re- 
sults from the Editors’ recognition 
of the fact that there could well be 
confusion on the part of the busi- 
ness executive as to the total bene- 
fits available and the costs involved 
under both government and private 
plans. Mr. Naylor outlines the On- 
tario plan and shows what a com- 
pany can do to see that the em- 
ployee is adequately covered under 
comprehensive major medical insur- 
ance. 

The author is group actuary of the 
London Life Insurance Company in 
London, Ontario. He joined the com- 
pany in 1933 and five years later be- 
came secretary and actuary of the 
Canadian Life Insurance Officers As- 
sociation. He returned to the com- 
pany in 1940 and the same year was 
appointed a Fellow of the Society of 
Actuaries. 


C. A. KING, C.A. (page 148) 


The small retailer is sometimes ac- 
cused of being backward in his ac- 
counting methods and redeeming his 
inefficiencies at the expense of the 
buying public. It seems vital, there- 
fore, that small retail store manage- 
ments should be searching continually 
for the best accounting techniques 
suitable to their business. Competi- 
tion today is very keen, far more so 
than has been the case for many 
years. This situation has prompted 
the Editors to start a series of articles 
on this important subject which 
should be of real use to those operat- 
ing small retail businesses. Here, in 
“Accounting Procedures for the Small 


Continued on page 111 
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Store”, “Cy” King, who received his 
certificate in chartered accountancy 
in 1951 and graduated with a B.Com. 
degree from Dalhousie University, de- 
scribes the types of accounting sys- 
tems suitable to the small store and 
the importance of monthly and an- 
nual statements. The successful small 
store Owner nowadays must be an 
able administrator and the motto 
“You need yesterday's figures today 
in order to do business tomorrow” 
is as applicable to small storekeeping 
as to any other type of business. 


Mr. King is with H. R. Doane & 
Co. of Halifax, N.S. and is a member 
of the Institutes of Chartered Ac- 
countants of Nova Scotia and New- 
foundland. 


W. C. HOWARD, C.A. (page 136) 

In “Special Features of Gas and 
Electric Utility Accounts”, Walter C. 
Howard examines some of the special 
aspects of utility accounting which, 
as a consequence of the expanding 
demand for natural gas, will result 
in the establishment of many new 
utility plants. The author deals with 
such subjects as overhead costs, clas- 
sification of property, interest during 
construction and related matters. He 
makes special reference to deprecia- 
tion and income taxes, and the re- 
commendations contained in C.I.C.A. 
Research Bulletin No. 10. 


Mr. Howard is a partner in the 
Edmonton offices of Deloitte, Plen- 
der, Haskins & Sells and a member, 
since 1951, of the Institute of Chart- 
ered Accountants of Alberta. He has 
made a close study of the accounting 
aspects of the province’s natural gas 
industry and took an active part in 
four of the recent gas hearings be- 
fore the Board of Public Utility Com- 
missioners of Alberta. 

Continued on page 112 










memo to accountants: 






When your client has his Work- 
ing Capital frozen in accounts 
receivable his business is 
hampered. 








Slow payments add to his prob- 
lems and his profits are fur- 
ther diminished by bad debts. 








You may serve his interests by 
suggesting a solution through 
factoring. 


FACTORING 


Puts the business on a cash basis 
by paying cash for accounts 
receivable the day goods are 
shipped. 














Keeps working capital working. 






Eliminates collection problems, 
slow payments and bad debts. 






write for our free booklet 
“Credit Risks and Frozen 
Accounts” 











CANADIAN 
FACTORS 


CORPORATION LIMITED 
423 MAYOR ST. MONTREAL 2 
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Consultant for income, corpora- 
tion, estate and gift taxes. 
Approved company and private 
pensions. 

Executive compensation plans. 
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DUPLICATOR 
© FORMS ° REPORTS ° BULLETINS 
produced in minutes economically 
GRAND & TOY has a 
model to fit every 
budget 


© SPIRIT 

® STENCIL 
® HAND 

® ELECTRIC 
come in for a 
free demonstration 





OFFICE SUPPLIES - PRINTING = BUSINESS FURNITURE 


DUPLICATOR DEPARTME ENT 


EM. 4-6481 


6-14 WELLINGTON ST. WEST, TORONTO 
Li. 4-2851 


CENTRE”, HAMILTON - 


‘THE 
Duplicating Machine’ Supplies at all G&T Stores 
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EDITORIAL (page 119) 

This month’s editorial “Changing 
Role of the Accountant in Indus- 
try” is contributed by an experi- 
enced business executive who takes 
a look at the widening scope of 
the accountant’s function and _ his 
growing value to management. 
Against this background, Donald G. 
Scott, assistant controller of the Ford 
Motor Company of Canada Ltd., en- 
larges on the accountant’s role where 
major financial decisions are being 
taken and foresees his ever-increasing 
importance as a participant in major 
business operations. 

After receiving his certificate in 
chartered accountancy in 1935, Mr. 
Scott left Clarkson, Gordon & Co. to 
serve for a time as assistant provincial 
auditor for the Province of Ontario. 
He returned to the company with 
whom he articled in 1941 and, in 
1947, accepted a position with East- 
em Steel Products Limited, an asso- 
ciation which lasted for seven years. 
In 1954, he joined Ford of Canada 
in his present capacity. Mr. Scott is 
a member of the Institute of Charter- 
ed Accountants of Ontario and a past 
president of the Controllers Institute 
of America (Toronto Control). 


Forthcoming Features 
TAXATION OF PARTNERSHIP INCOME 


EvALuATING PUNCHED Carp 
INSTALLATIONS 


Tue SEcuRITIES MARKET 
Trust ADMINISTRATION AND CONTROL 


ORGANIZE YOUR ANNUAL REPORT 
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PRICED FOR ANY BUSINESS 










Brimming value at a new low price! That’s the Burroughs 
P-600 Accounting Machine—most economical way to 
maintain an accurate at-your-fingertips record of cur- 
rent business figures. Features big-machine advantages 
like front-feed, automatic carriage control. Demonstra- 
tion? See our nearby branch office. Burroughs Adding 
Machine of Canada, Limited. Factory at Windsor, Ont. 


Burroughs—TM. 


® P 
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Forthcoming Annual Conference 


Last month members received a 
program and registration form for the 
1958 C.I.C.A. Annual Conference 
which will take place from September 
14 to 17 at the Queen Elizabeth 
Hotel in Montreal. For handy ref- 
erence details of the program are also 
published on pages 121 to 124 of this 
issue. 


C.1.C.A. Research Committee 


T. A. M. Hutchison, chairman of 
the C.I.C.A. Committee on Account- 
ing and Auditing Research, announces 
that the following have been appoint- 
ed members of the committee: I. E. 
Millie, Saint John; J. R. Church, 
Montreal; H. R. MacDonald, Tor- 
onto; G. R. Ferguson, Toronto; and 
F. A. Griffiths, Vancouver. J. R. 
Church and H. R. MacDonald will 
also serve on the Research Sub-Com- 
mittee. 


Invitation from The Netherlands 


On Saturday, September 27 the 
Netherlands Institute of Accountants 
observes Accountants’ Yearday 1958 
at Scheveningen. The Council of 
the Institute have cordially invited 
Canadian chartered accountants who 
may be in Europe at that time to 
attend the celebration. Those who 


plan to do so are asked to contact the 
Executive Secretary of the Canadian 
Institute of Chartered Accountants, 
69 Bloor Street East, Toronto 5,-On- 
tario. 
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Consolidation Practices Surveyed 

A new monograph on Canadian 
consolidation practices by B. J. B. 
Galvin, C.A. has been published by 
Queen’s University School of Com- 
merce and Business Administration. 
Professor Galvin surveyed 102 com- 
panies to obtain their experience with 
consolidated financial statement prac- 
tices. Some aspects of his study were 
made possible by the Universities 
Trust Fund of the Institute of 
Chartered Accountants of Ontario. 
The brochure is available at $1.00 
from Queen’s University Press, Kings- 
ton, Ontario. 


Hospital Accounting Articles 

The May issue of Canadian Hospi- 
tal contains six articles on hospital 
control through accounting, which 
have been contributed by members 
of the profession associated with 
Hudson, McMackin & Company, 
Moncton, N.B. We suggest that any 
accountant interested in this subject 
may wish to obtain a copy of the 
journal in which these articles ap- 
pear. The address of Canadian Hos- 
pital is 280 Bloor Street West, Tor- 
onto 5, Ontario. 


AICPA Annual Meeting 

The 1958 annual meeting of the 
American Institute of Certified Pub- 
lic Accountants will take place from 
October 11 to 16 at the Hotels Shera- 
ton-Cadillac and Statler, Detroit, 
Michigan. 


Continued on page 116 
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Even untrained personnel can master 
the Underwood Sundstrand 


in minutes 








Underwood Sundstrand fits into your office routine at once! 


Underwood’s famous Sundstrand Ac- 
counting Machine, with the easy-to-use 
10-Key Keyboard, increases your office 
efficiency almost the moment it arrives. 
Anyone in your office can operate it, after 
only a few minutes instruction. Experi- 
enced operators love the Sundstrand too, 
because it’s so compact . . . so auto- 
matic. They can handle loads of work— 
with less fatigue. 

The Underwood Sundstrand is com- 





pletely versatile—a switch from one 
application to another takes seconds. 

Accounts and related journals are 
balanced and automatically proved 
every day. Control totals are also 
produced automatically—instantly, after 
the last posting for the day. 

It’s well worth your while to find out 
more about this money-saving machine 
that reduces office overhead. Just mail 
the attached coupon. 


COMPANY OWNED BRANCHES AND SERVICE IN ALL PRINCIPAL CANADIAN CITIES 


underwood “umireo 


ACCOUNTING MACHINE DIVISION 
Head Office : 135 Victoria Street, Toronto 1, Ont. 





SIMPLIFIED 
10-KEY KEYBOARD 


UNDERWOOD LIMITED, 135 Victoria Street, Toronto 1, Ont. 
Please send me illustrated folder describing time and money-saving 
advantages of Underwood Sundstrand Accounting Machines. 
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CCA-8-81 
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Continued from page 114 
Accounting Hall of Fame 

Harry A. Finney, author of “Prin- 
ciples of Accounting”, Arthur B. 
Foye, president of the American In- 
stitute of Certified Public Account- 
ants in 1953-54, and the late Donald 
P. Perry, former chairman of the 
Commission on Standards of Educa- 
tion and Experience for Certified 
Public Accountants, were named re- 
cently to the Accounting Hall of 
Fame at Ohio State University. 

One of the charter members of the 
Accounting Hall of Fame, Professor 
William A. Paton, retired this past 
June from a teaching career of 44 
years, most of them at the University 
of Michigan. Two of his books, “Es- 
sentials of Accounting” and “Ad- 





vanced Accounting” are standard 
texts for accounting students, while 
among practitioners he is well known 
for his “Accountants’ Handbook”. 


SICA Head 

Thomas B. Milne, C.A., R.LA., 
Winnipeg, has been elected president 
of the Society of Industrial and Cost 
Accountants of Canada. The society 
is affiliated with ten provincial so- 
cieties with a total membership of 
6,300 in 31 chapters. 


In the News 

E. L. Hamitton, C.A., Montreal, 
M. S. SUTHERLAND, F.C.A., Hamilton, 
and THomas CHamMBers, C.A., Van- 
couver, have been elected to the 
Board of Directors of Controllers In- 
stitute of America. 





President Eisenhower takes time off for a round of golf during his busy 3 day visit to 
Ottawa last month. His partner is chartered accountant John A. Cross, (extreme left) 
President of the Ottawa Hunt and Golf Club. Other members of the foursome are 
Transport Minister Hon. George Hees and Senate Speaker Hon. Mark Drouin. 
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HELP YOUR CLIENTS ---- 
INCREASE Their Working Capital 


@ By factoring their accounts receivable. 
@ The low cost way to convert their tied-up capital into working cash. 
@ Save collection and bookkeeping costs and avoid credit losses. 


LOWEST RATES _ FOR ae DETAILS, PHONE OR WRITE 
ce: etna Factors 
RPORATION i) we reo 
400 Ontario _ W., Montreal 2, Que. AVenue 8-5115 


“MUNICIPAL FINANCE IN CANADA" 


A brochure containing six articles on Municipal Finance which have 
appeared in The Canadian Chartered Accountant. 


Each article has been written by an expert in his own subject and 
the series forms an up-to-date compendium of financial principles, 
practices and economics particularly affecting Canadian munici- 
palities, 

Topics covered are Development of Municipal Government in Can- 
ada, Municipal Budget Making and Expenditure Control, Municipal 
Accounting, Debenture Financing for Municipalities, Financial Con- 
trol of Ontario Municipalities, Economic Factors in Municipal 
Government. 


PRICE 
$1.25 a copy 
$1.00 a copy (orders of 25 or more) 


Use the coupon below as an order form 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, 
Toronto 5, Ontario 
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CHARTER, 


Underwriters 


Capital for Industry 


Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 


Our services are always available without obligation 
to members of the accounting profession 


Gairdner & Company Limited 


320 Bay Street, Toronto 
EMpire 6-6833 
Montreal Kingston Quebec Calgary Vancouver 


Distributors Hamilton Kitchener London Edmonton Winnipeg 


New York 


CHARTERED TRUST 


offers you these six convenient services: 


ANWaWwo? 


1. SAVINGS ACCOUNTS 
— with interest at 314% paid twice yearly 
2. GUARANTEED INVESTMENT CERTIFICATES 
— at current rates of interest for 1 to 5 years, also Guaranteed 
Savings Certificates redeemable at any time 
TRUSTEE UNDER REGISTERED PENSION PLAN 
— for companies, professional groups, individuals 
EXECUTOR OF WILL 
— Details and estimate of cost without obligation 


CUSTODIAN FOR STOCKS, BONDS, INVESTMENTS 


— All services necessary in management of financial affairs 


REAL ESTATE MANAGEMENT 
— Agent for buying and selling properties, renting office space 


Please write or phone for full information and free literature 
on these and the many other Chartered Trust services. 


--CHARTERED TRUST-- 


COMPANY 
Head Office 
34 King Street W., Toronto, Ontario 


2972 Bloor St. W. 20 St. Clair Ave. W. 1518 Bayview Ave. 
Toronto Toronto Toronto 


388 St. James St, W. 
Montreal 
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CHANGING ROLE OF THE ACCOUNTANT IN INDUSTRY 


Looxinc aT the industrial scene over the last 30 years, a discerning 
observer will have been impressed by the rising pressures exerted on 
management in the continuing struggle for improved products, re- 
duced costs and greater sales. The ultimate test in business is the 
ability to produce a profit. To meet this test successfully much crea- 
tive effort has been expended on appraisal and reappraisal of facili- 
ties, on the search for new products and new markets, and on im- 
provements in the efficiency of operations. 

In this process there have been numerous contributors, the 
public accountant, the business consultant, the engineer and others. 
The tally would not be complete without inclusion of the accountant 
in industry to whom the changing situation has meant an opportunity 
to bring his knowledge and skill to bear in a manner not formerly 
permitted to him. 

The accountant is certainly not a new arrival in industry, but his 
role has been changing and enlarging. The widening scope of his 
function and the increasing dependence of management upon the 
services he provides have been accompanied by demands for more 
information, to be produced earlier and more economically. Not- 
withstanding the changes of pace and emphasis, his standards of 
performance must be maintained. Even in periods of peak activity, 
he has to find time for reflective thinking and critical evaluation in 
order that his presentations and submissions will have a relevance 
to the subject in hand. 

It was not unusual a few decades ago for the head of a business 
concern to feel that his own mature judgment, perhaps supplemented 
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by casual reference to some adviser or confidant, was sufficient justi- 
fication for far-reaching decisions affecting future business action. 
Projections of performance in the periods ahead and estimates of 
cost behaviour under hypothetical conditions involved techniques 
which had not yet won general acceptance. In his mind there were 
no substitutes for sound judgment and experience. Planning, as he 
practised it, was a matter of intuition. While these qualities con- 
tinue to be desirable in management, the complexity of modern busi- 
ness has brought a need for more formal and scientific methods for 
evaluating alternatives and reaching decisions. 

It is in this area that the most significant developments affecting 
the accountant in industry have occurred. He has succeeded in per- 
suading management that there are methods of forecasting the future 
course of business within limits of useful accuracy, that he can pro- 
duce estimates of cost which are reliable, and that his advice is valu- 
able when major capital expenditures are being considered. It would 
be unusual for management to proceed on almost any important ven- 
ture without consulting with him. The opportunity for him to par- 
ticipate when major financial decisions are being taken has brought 
into focus the accountant’s value as adviser and counsellor and given 
him a new sphere of usefulness and influence. His position of au- 
thority in matters of accounting policy is recognized, and it is left to 
him to ensure that cost and profit determinations are being made in 
accordance with good theory and sound practice. 

The accountant in industry has much to offer in other areas as 
well. His broad familiarity with the whole range af activities of a 
particular enterprise makes him an obvious candidate for participa- 
tion in planning for the future. He brings to the conference table a 
knowledge of current and past performance which keeps a note of 
realism to the fore when enthusiasm threatens to outrun discretion. 
Objectivity is one of his most reliable attributes. Management more 
than ever looks to him to measure progress when projects are under- 
taken and, through his reports, charts and other media of communi- 
cation, expects to be kept informed. 

Management shows a willingness to depend increasingly on the 
accountant in industry. Responsibility for initiative in demonstrating 
his usefulness rests with him. A pioneering spirit and persuasiveness 
in gaining acceptance for his services are necessary to his success. 
As he has displayed these traits, due recognition has come to him. This 
process will go on and will be accelerated as the accountant shows 
himself a man of broad capacity, able to think and act decisively and 
seasoned to the larger view by the maturity of his outlook. No longer 
is he a simple man of figures like his prototype of years gone by, 
but a qualified administrator with skills which make him a powerful 
contender for a post at the highest executive level. 
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56th CICA. Annual Conference Program 


QUEEN ELIZABETH HOTEL, MONTREAL, SEPTEMBER 14-17, 1958 


Monday, September 15 


MORNING 


Opening Ceremonies 
Chairman: The President of the Quebec Institute 


C.LC.A. President’s Report 


James A. DE LALANNE, C.A. 


“The Canadian Accounting Profession and the S.E.C.” 
ANpREW H. Barr, C.P.A. 
Chief Accountant, Securities and Exchange Commission, Washington. 


Annual General Meeting of Members 


AFTERNOON 


Public Relations Panel 
Chairman: Lreps NE.son, C.A. 
McDonald, Currie & Co., Montreal. 
Members: CuHarLes P. Rockwoop 
Director of Public Relations, The American Institute of Certified 
Public Accountants. 
| C. L. Kine, F.C.A. 
Deloitte, Plender, Haskins & Sells, Toronto. 
JaMes J. MAcDONELL, F.C.A. 
Price Waterhouse & Co., Montreal. 
Luioyp H. Paut, C.A. 
Ross, Touche & Co., Montreal. 


Debate on C.A. Educational Program 
Resolution: “that a greater part of the educational program for 
chartered accountant students should consist of lessons 
and material specifically designed to prepare students for 
: positions in industry.” 
Chairman: KENNETH F. Byrp, C.A. 
McGill University. 
Debaters: 
Affirmative: Marius LALIBERTE, C.A. 
McDonald, Currie & Co., Quebec. 
Rosert C. Berry, C.A. 
Trans-Canada Pipe Lines Limited, Toronto. 
Negative: Wiii1aM H. Gray, C.A. 
William Gray & Co., Winnipeg. 
WriitraM F. Martin, F.C.A. 
British Columbia Electric Company Limited, Vancouver. 
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Tuesday and Wednesday, September 16 and 17 


N.B. The sessions planned for Tuesday and Wednesday mornings provide an opportunity 
for members to select one of three major topics, and pursue a brief “study 
course” which will combine speeches, panel discussions, and informal discussion 
groups extending over the two days. All Wednesday sessions will be held at the 
University of Montreal. 


Topic No. 1— MANAGEMENT CONTROLS 


TUESDAY MORNING SESSIONS 


Chairman: W. H. Fiynn, C.A. 
Treasurer, Canadian Industries Limited. 


Financial Management 


Speakers: Trevor F. Moore 
Vice-President, Imperial Oil Limited. 
J. A. Desrocuers, C.A. 
President, Dow Brewery Limited. 


Essential Elements of Controls 


Speakers: R. D. Anmstrone, F.C.A. 
Vice-President (Finance), Canadian National Railways. 
RoLanp T. CHAGNoNn, C.A. 
President, Fred A. Lallemand & Co. Limited. 


WEDNESDAY MORNING SESSIONS 


Simultaneous Group Discussions in English of detailed aspects as follows: 


A Inventory Controls E Internal Reporting 
B_ Cash Forecasting F Capital Expenditures 
C_ Sales Forecasting G Profit Measurement 
D Cost and Expense Budgets H Costing 


Management Controls — French-Speaking Panels 


Two French-speaking panels will lead discussions on a number of “Case 
Studies.” 
Chairman: Guy Cwasort, C.A. 
Raymond, Chabot, Martin, Paré & Cie, Montreal. 
Members: Marcet Boyer, C.A. 
Alliance Nationale, Montreal. 
MarceL Rocer Lecare, C.A. 
Davis, Bishop & Co., Montreal. 
Chairman: Rocrer Gavvin, C.A. 
Roger Gauvin & Cie, Montreal. 
Members: JEAN-JacQuEs Fortin, C.A. 
L’Ecole des Hautes Etudes Commerciales de Montréal. 
Gerorces AuGUSTE PrENovostT, C.A. 
Lemay & Prénovost, Montreal. 


THE CANADIAN CHARTERED ACCOUNTANT, AUGUST, 1958 












ROBES AIRE £2 


56th C.I.C.A. ANNUAL CONFERENCE PROGRAM 123 


Tuesday and Wednesday, September 16 and 17 (contd.) 


Topic No. 2— ACCOUNTING AND AUDITING RESEARCH 
TUESDAY MORNING SESSIONS 


The Auditor’s Report 
Chairman: T. A. M. Hutcutson, F.C.A. 
Peat, Marwick, Mitchell & Co., Toronto. 


Part I—Short Papers 
(a) “Consistency in Accounting Practices” 
W. L. L. McDona tp, F.C.A. 
Price Waterhouse & Co., Toronto. 


(b) “Qualifications in Reports” 
Miss GERTRUDE Mutcany, C.A. 
The Canadian Institute of Chartered Accountants. 


(c) “Reports for Unincorporated Businesses” 


F. C. Burton, C.A. 
Lee & Martin, Halifax. 


Part II—Discussion Panels in English and French 

Chairman: T. A. M. Hurcutson, F.C.A. 

Peat, Marwick, Mitchell & Co., Toronto. 
Members: R. B. Dave-Hararis, F.C.A. 

McDonald, Currie & Co., Toronto. 

G. P. Keepine, F.C.A. 

Clarkson, Gordon & Co., Montreal. 

L. G. Macpuerson, F.C.A. 

Queen’s University, Kingston. 
Chairman: Ro.tanp R. Pou.tot, C.A. 

Courtois, Frédette & Cie, Montreal. 
Members: Francois BAstIEN, C.A. 

Bastien & Barriére, Montreal. 

Lucien Boutin, C.A. 

McDonald, Currie & Co., Montreal. 

Joseru StTEe-Manrie, C.A. 

Ste-Marie & Masson, Montreal. 

CLEMENT PRIMEAU, C.A. 

Chartré, Samson, Beauvais, Bélair & Cie, Montreal. 


WEDNESDAY MORNING SESSIONS 


The Audit of Inventories 


Chairman: D. J. Kesey, C.A. 
Helliwell, Maclachlan & Co., Vancouver. 


Following an introduction by the chairman, all members will be assigned 
to discussion groups under group leaders, who will present brief reports 
when the members reassemble. Both French-speaking and English-speaking 
groups will be conducted. 
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Tuesday and Wednesday, September 16 and 17 (contd.) 
Topic No. 3— TAXATION 
TUESDAY MORNING SESSIONS 


“Estates Tax Act and Related Problems” 
Chairman: Joun P. KincHuorn, C.A. 
Riddell, Stead, Graham & Hutchison, Montreal. 
Part I — Speaker: H. Hewarp Stikeman, Q.C. 
Stikeman, Elliott & Co., Montreal. 


Part Il — Discussion Period. 


WEDNESDAY MORNING SESSIONS 
“Some Aspects of Accounting and Legal Problems Confronting Foreign 
Companies Carrying on Business in Canada” 
Chairman: Joun P. KincHorn, C.A. 
Riddell, Stead, Graham & Hutchison, Montreal. 


Part I—Speaker: R. p—E WotFre MacKay, Q.C. 
Duquet, MacKay, Weldon & Tetrault, Montreal. 


Part II — Discussion Period. 


Wednesday Afternoon, September 17 


Closing Plenary Session at the University of Montreal 
Chairman: James A. DE LALANNE, C.A. 
McDonald, Currie & Co., Montreal. 


Welcome to Members: MonsicNor IRENEE Lussier, P.D. 
Rector of the University of Montreal. 


“Professional Life and Status” 
Speaker: Prter Wricurt, Q.C. 
Wright & McTaggart, Toronto. 


“Round-up Panel” 
Chairman: J. R. M. Wison, F.C.A. 
Clarkson, Gordon & Co., Toronto. 


SOCIAL EVENTS 


Sunday evening, September 14 — Reception for members and ladies, Queen Elizabeth 
Hotel. 

Monday, September 15 — Members Luncheon. 

Monday, September 15 — Ladies Luncheon and Fashion Show, St. Helen’s Island. 

Monday evening, September 15 — Civic reception and buffet dinner, The Chalet, Mount 
Royal. 

Tuesday, September 16 — Luncheon for members, to be addressed by The Hon. Maurice 
Duplessis, Premier of the Province of Quebec. 

Tuesday afternoon, September 16 — Tour of St. Lawrence Seaway Project. 

Wednesday afternoon, September 17 — Laurentian Tour for ladies, with refreshments at 
The Alpine Inn, St. Marguerite. 

Wednesday evening, September 17 — Dinner dance, Le Grand Salon, Queen Elizabeth 
Hotel. 





ZaREENE. 





SRP 


TRENDS IN AUDIT PRACTICE 


CHANGEs IN auditing practice do not 
receive the same attention as changes 
in accounting principles and con- 
cepts, probably because accounting 
changes affect financial statements di- 
rectly and are therefore of wide in- 
terest to management, investors and 
bankers, whereas changes in audit 
methods are primarily only of interest 
to the professional auditor. 


Purpose of Audits 

It is perhaps useful to review the 
fundamental purpose of audits as a 
background for the trends which 
have developed during the last three 
or four decades. The protection of a 
company’s assets from dissipation 
through irregularities on the part of 
its employees depends largely on 
three major factors: (1) adequate in- 
ternal accounting control, which may 
be defined as the adoption of meas- 
ures and methods to plan the alloca- 
tion of duties among employees to 
safeguard the assets and check the 
general accuracy of the accounts, (2) 
adequate fidelity bond coverage in 
order that the company may recover 
losses suffered from defalcations and 
other irregularities on the part of its 
employees, and (3) the examination 
of the financial statements and ac- 


St. Elmo V. Smith 


counts of the company by a profes- 
sional auditor, such as a chartered 
accountant. 


It has always been an auditor's 
prime responsibility to carry out an 
independent objective examination 
adequate in scope to give an opinion 
on his client’s financial position at a 
given date and the results of opera- 
tions for a stated period. However, 
with the smaller business units of 
earlier days and the accompanying 
smaller accounting staffs, the audi- 
tor frequently had to carry out ex- 
tensive tests of the detailed transac- 
tions of a business in order to ascer- 
tain that the accounting records prop- 
erly reflected the business operations 
and furnished information on which 
he could base a sound opinion as to 
the fairness of the financial state- 
ments. Further, the general public, 
as distinct from the informed business 
community, felt that the auditor's 
main function was detection of fraud 
and irregularities since the average 
individual’s knowledge of auditors 
had to do with, say, bank inspections 
in small communities and municipal 
audits. Thus the auditor’s program 
was somewhat heavily weighted to- 
wards the detection of fraud, irregu- 
larities and errors. This was partially 
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because of the public conception of 
an auditor’s duties and partially be- 
cause in meny instances the client’s 
staff was not adequate in either 
knowledge or numbers to detect such 
irregularities or produce accurate ac- 
counts. 


Changes in Audit Emphasis 


During the past 40 years there 
have been many factors contributing 
to the change in audit emphasis. In 
the earlier period the Canadian econ- 
omy depended largely on agricultural 
products and extraction of natural re- 
sources whereas now we have highly 
industrialized communities contribut- 
ing substantially to the nation’s 
wealth. With the tremendous rela- 
tive growth in number and size of 
commercial and industrial business 
units and the vast number of trans- 
actions to be recorded, there has, of 
course, been an accompanying in- 
crease in accounting staffs. This has 
made it possible for effective systems 
of internal control to be developed in 
medium and larger businesses. 

In earlier days many businesses 
were controlled by sole owners or 
family groups who had _ intimate 
knowledge of their business affairs 
and were therefore in a position to 
know generally what the operating 
results of the company should be and 
depended in part on the auditor to 
detect minor irregularities. With the 
growth in the size of business units 
there has developed a management 
group, frequently with small share- 
holdings, who run the company’s af- 
fairs on behalf of a large body of 
shareholders who have no intimate 
knowledge of the company’s day-to- 
day operations and what financial re- 
sults should be achieved. As a re- 
sult, it is increasingly important to 
have an independent examination of 
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the financial statements of a company 
for presentation to the shareholders 
since the management group must of 
necessity be subjective in its ap- 
proach rather than objective. 

Another relatively modern condi- 
tion is the high rate of corporate in- 
come tax which makes it imperative 
for the annual income of a corpora- 
tion to be determined with a rea- 
sonable degree of accuracy. Cana- 
dian auditing and accounting prac- 
tices have also been influenced by 
those followed in the United States 
and by such regulatory bodies as the 
Securities and Exchange Commission, 
Washington. 


Auditor’s Responsibility 

For these reasons, it is now gen- 
erally accepted that the auditor’s 
principal responsibility is to make an 
independent examination of a com- 
pany’s financial statements in order 
that he may report as to whether or 
not in his opinion they fairly present 
the company’s financial position at a 
given date and the results of its opera- 
tions for a given period. It is recogniz- 
ed that an auditor's examination of fi- 
nancial statements may possibly detect 
minor cases of fraud and error but 
that he can only be expected to detect 
such conditions if they are of sufficient 
magnitude to impair a company’s fi- 
nancial position or distort earnings 
for an accounting period as com- 
pared with previous periods. It is 
the prime responsibility of account- 
ing officials of the company to find 
errors and irregularities through ar- 
ranging the accounting system so as 
to lead to an early detection of any 
such conditions. Thus there has been 
a marked shift in emphasis from 
earlier days and now an adequate 
system of internal accounting control 
and proper fidelity bond coverage are 














TRENDS IN AUDIT PRACTICE 


the primary protection against errors 
and irregularities with an audit by a 
chartered accountant providing the 
broad overall protection. 


Judging Internal Control 

As a result of the factors referred 
to above, there has been a significant 
change in audit practice in that the 
auditor's program has been directed 
more and more to establishing that 
the client’s system of internal control 
is functioning properly and should 
produce accurate results rather than 
carrying out extensive tests of, say, 
three, four, six or more months 
transactions. In medium-sized and 
large businesses this program has 
been designed towards ascertaining 
the nature of the internal control, 
and seeing that it is functioning 
through carrying out limited tests of 
the detailed transactions of the com- 
pany which may cover only selected 
transactions within one month. It is 
sometimes stated that it would be 
economically impossible for the audi- 
tor to carry out the extensive tests 
that were formerly made, but it would 
seem that economy is really not the 
fundamental factor in this change. 
Rather, because of the increase in the 
size of business units and the addi- 
tional accounting staff required to 
deal with the vast increase in transac- 
tions, it is possible to improve the 
company’s internal control to a point 
where it is no longer necessary for 
the auditor to carry out the extensive 
tests used in the past. 

Judgment is one of the attributes of 
a profession. A professional auditor 
must always use his best judgment in 
determining what steps or techniques 
he should take in order to place him- 
self in a position to form an opinion 
on the fairness of the client’s financial 
statements. Thus, if the internal con- 
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trol in a client's office is not adequate, 
an auditor must of necessity do suf- 
ficient work to satisfy himself that the 
accounting records properly record 
the transactions of the company de- 
spite any question of cost or eco- 
nomics, and in past years this often 
led to extensive tests of detailed 
transactions. 


New Audit Trends 

During the last 10 or 15 years, two 
audit procedures have been intro- 
duced on an increasing scale in Can- 
adian practice. These steps are the 
confirmation of accounts receivable 
balances by direct correspondence 
with the debtors and the observation 
or test checking of physical inven- 
tories. As yet they have not been 
laid down as prescribed procedures 
by the Committee on Accounting and 
Auditing Research of the Canadian 
Institute of Chartered Accountants, 
but from various surveys it is evident 
that they are being carried out by in- 
creasing numbers of Canadian 
chartered accountants. In view of 
the fact that more and more members 
of the profession are carrying out 
these steps it is likely that the Re- 
search Committee will, in due course, 
recommend them as procedures to be 
carried out on all examinations. These 
two audit procedures are undoubt- 
edly a development of the further 
emphasis on the review of internal 
control since they both serve to check 
the effectiveness with which a client’s 
laid down procedures are being car- 
ried out in practice. 

Another of the trends in recent 
years has been the shifting of work 
from the year-end date to interim 
periods in advance of the year-end. 
This shift undoubtedly arose from a 
variety of reasons, two of which were 
the serious staff difficulties encount- 
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ered in most auditing firms during 
the war years when it became impos- 
sible to carry out all audit work at 
the year-end and, secondly, the re- 
cognition that where adequate inter- 
nal control was functioning it could 
be reviewed and checked at other 
than year-end dates. The days when 
hordes of juniors and temporary 
staff descended on a client shortly 
after the year-end to carry out the 
majority of the work on inventories, 
accounts receivable and cash, are 
largely past except for smaller clients 
where the internal control is not suf- 
ficiently strong and where it is un- 
economical to make more than one 
visit during the year. As a result, 
physical inventory taking and the 
pricing and comparison of inventory 
values with book values is usually car- 
ried out two or three months before 
the year-end; accounts receivable are 
circularized, tested and reviewed for 
doubtful account provisions at an in- 
terim month-end during the same 
period. A substantial amount of work 
on bank transactions is also complet- 
ed in advance of the year-end. This 
trend is desirable from the standpoint 
of the client’s staff in that it removes 
some of the pressure formerly asso- 
ciated with the preparation of year- 
end financial statements and the audi- 
tor’s visit. It also assists the auditor 
in levelling out his work over the 
course of the year and thus probably 
tends to result in a more satisfactory 
examination. 


As a result of the increasing em- 
phasis on the client’s responsibility 
for developing adequate accounting 
systems, there has been a definite 
trend towards visiting fewer branches 
of multi-branch companies. Twenty 
years ago it was the exception rather 
than the rule not to visit a branch 


of any consequence whereas now it is 
common practice to examine the ac- 
counts maintained at branches on a 
rotating basis so that perhaps import- 
ant branches are visited every other 
year and less important branches 
every two or more years. 

Although internal audit staffs have 
been employed by large organiza- 
tions such as the Canadian chartered 
banks for many years, more and more 
industrial concerns now have internal 
auditors. They work in close colla- 
boration with the shareholders’ audi- 
tor and are part of the overall system 
of internal control which provides a 
check on the proper recording of 
business transactions. 


New Avenues of Approach 


Several problems and some new 
avenues of appréach are presently 
facing the auditor. One possible ap- 
proach, particularly for larger orga- 
nizations for which the same auditor 
has been examining the accounts for 
many years, is that of a more or less 
continual examination of a company’s 
accounts. Reports on financial state- 
ments are prepared annually, but the 
work on certain balance sheet items, 
such as cash, accounts receivable, 
inventories and property accounts is 
carried out on a rotating basis, say, 
once every two or three years. This 
would appear to be a logical se- 
quence of the trend towards reliance 
on a company’s internal control to 
produce accurate financial statements 
and somewhat analogous to the ro- 
tation of work at branches which is 
now generally accepted. An article 
expounding the various features of 
this approach is included in the April 
1956 Journal of Accountancy. 


1 “A Suggested Change in Examination 
Approach” by A. Carl Tietjen. 
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TRENDS IN AUDIT PRACTICE 


Another possible avenue of ap- 
proach to modern auditing is the use 
of statistical methods in sampling and 
test checking. Although these have 
not had any wide acceptance as yet, 
there are undoubtedly some fields for 
which statistical methods might be 
suitable and efficient, particularly 
where the volume of transactions is 
large, such as testing sales, invoicing, 
payrolls, stores inventory records and 
perhaps circularization of accounts 
receivable. Details of the problems 
involved in accepting this method 
are set out in an article in the De- 
cember 1956 issue of The Canadian 
Chartered Accountant. 


Auditing E.D.P. Records 


One of the frequent questions a 
chartered accountant faces these days 
is “How do you audit results pro- 
duced by electronic data processing 
methods?” In this connection it must 
be recognized that certainly at the 
present only large organizations can 
afford the cost or make economic use 
of electronic data processing instal- 
lations. As stated before, the prime 
responsibility for maintaining proper 
accounting records in such organiza- 
tions rests with the accounting offi- 
cials and they have to be satisfied as 
to the reliability of the data process- 
ing methods before they will be ac- 
cepted. If this group can be satis- 
fied it is probable that similar infor- 
mation is available to satisfy the au- 
ditor although it may involve a closer 
association with current data being 
processed rather than checking de- 
tailed transactions five or six months 
after the event. It should also be un- 
derstood that certain controls are 
built into electronic data processing 
machines by the manufacturer and 


2 “Statistical Theory in Test Checking” by 
E. L. Pursey. 
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that other accounting controls can 
be set up to check on the results pro- 
duced by the system. For instance, 
in its present stage electronic data 
processing systems may well provide 
for an operating group originating 
the original source documents, a data 
processing group which, as a service 
centre, processes information obtain- 
ed from other departments, and a 
custodian group handling treasury 
functions. It is also possible to main- 
tain manual controls outside the ser- 
vice centre. For example, in respect 
of payrolls, control totals of num- 
bers of employees can be maintained 
and changes in gross pay from week 
to week for salaried employees can 
be used to reconcile changes in gross 
payrolls between pay periods. 


In considering the electronic data 
processing service centre itself we 
are interested in obtaining assurance 
that there are enough controls in op- 
eration to catch mistakes if the ma- 
chine starts producing incorrect in- 
formation or if the program is set up 
incorrectly either through deliberate 
or innocent error. In this regard the 
auditor should know about the con- 
trols available in an electronic com- 
puter and enquire from his client that 
none has been deleted without good 
reason. He should also know about 
other program checks and controls 
available and determine that they are 
being properly used. This will in- 
volve some degree of technical train- 
ing but will not require a detailed 
knowledge of the equipment or its 
processes. It will, of course, be es- 
sential for him to review the division 
of duties and the segregation of au- 
thority in the service centre. 

With regard to carrying out our 
normal audit procedures it appears 
that his ability to audit specific items 
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in the balance sheet will be less af- 
fected by the conversion to electronic 
equipment than his ability to examine 
selected detail transactions to estab- 
lish the integrity of the system of in- 
ternal control. He can still carry out 
our circularization of receivables and 
pricing of inventories, but some prob- 
lems may arise, say, when he wants 
to test a payroll distribution. How- 
ever, the problem of tracing transac- 
tions back to original documents is 
not as serious as one might think at 
this stage. Some of the problems 
raised in informal discussions on this 
topic are based on the unrealistic as- 
sumption that visible records will dis- 
appear and that a “magic brain” 
makes all decisions and keeps all 
records. 

It presently appears from a review 
of literature by experts in the field 
that electronic data processing may 
be expected to advance through the 
following three stages: 

1. Visible source material will be 
prepared by the same methods as 
before and converted to electronic 
machine information prior to pro- 
cessing (e.g. employee’s clock 
card from which paper tape is 
subsequently prepared ). 

2. Original source material, both 
visible and electronic machine in- 
formation, will be prepared simul- 
taneously (e.g. paper tape is pro- 
duced at the same time as clock 
card is punched ). 

8. The source data will be electronic 
machine information only (e.g. 
the use of employees’ keys to 


8 Information on auditing records pro- 


duced by electronic data processing sys- 
tems has been obtained from the bro- 
chure “The Auditor Encounters Elec- 
tronic Data Processing” prepared by 
Price Waterhouse & Co. for Interna- 


punch a time clock, no visible 
time card being produced). 

As we are predominantly in stage 
one in respect of present installations 
it would appear that we will be able 
to evolve along with the changes 
rather than making any revolutionary 
changes in our basic approach or 
thinking.’ 

It is impossible to lay down pre- 
scribed methods and procedures for 
carrying out all audits since a sound 
and enlightened audit must be car- 
ried out by a skilled professional au- 
ditor with a basic background of 
auditing practice and judgment form- 
ed through years of experience. This 
is one of the reasons why auditing 
literature outside of textbooks has 
been either of a very general nature 
or a very specific nature cover- 
ing certain limited examples, such 
as the case studies released over 
the past few years by the American 
Institute of Certified Public Account- 
ants. 

All of the foregoing trends have 
developed or will develop gradually 
as deemed appropriate in the judg- 
ment of the professional auditor. 


Skilled Assistance Required 

One of the more important features 
of the new trends has been the neces- 
sity of having highly trained and 
skilled senior and junior assistants in 
order to carry out audits which re- 
quire the continual exercise of judg- 
ment throughout the course of an ex- 
amination as compared with earlier 
years when extensive tests of several 


tional Business Machines Corporation. 
Further information on the subject is 
contained in “Integrated and Electronic 
Data Processing in Canada” published 
by the Canadian Institute of Chartered 
Accountants. 
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TRENDS IN AUDIT PRACTICE 


months’ transactions were carried out, 
sometimes in a rather routine man- 
ner. Judgment, of course, is not a 
characteristic that comes automatical- 
ly with any college degree or other 
training but depends on the basic in- 
telligence of the individual, the recog- 
nition of mistakes of earlier poor 
judgment and the gradual maturity to 
form sound decisions based on past ex- 
perience and training. Modern audit- 
ing practice requires the best trained 
individuals, and more and more uni- 
versity graduates are going into the 
profession. With the instruction they 
received through their various cours- 
es and their training in a chartered ac- 
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ly provide the necessary leadership 
for the profession in the future. 
With the increasing complexity 
of business, governmental regulation 
of various enterprises, and the speed 
up in communications, the auditor to- 
day has an increasingly important 
part to play and must be constantly 
alert to improve his methods, tech- 
niques and general attitude in order 
to carry out effective examinations of 
financial statements and render in- 
dependent objective opinions useful to 
all elements of the business commun- 
ity, some of whom are literally risking 
their money on the strength of the 


countant’s office, they will undoubted- _auditor’s opinion. 


“To Err is (Almost) Human” 

From time to time we receive literature extolling the virtues of com- 
puting machines. About their many virtues there can be no doubt; in fact 
such inhuman accuracy is almost a little terrifying. It comes, therefore, as 
a refreshing change to read a report in the daily press of a machine which 
— we almost said “who” — made a mistake. 

This machine, which belongs to an Area Gas Board in England, is 
apparently in the habit of producing occasional freak figures, presumably 
as a result of the Board’s decision “to get the advantages of mechanization 
without spending a great deal of money on an elaborate machine”, as the 
Parliamentary Secretary to the Ministry of Power delicately put it. Manual 
checks are therefore made, but for once there was an oversight and a local 
butcher was sent a gas account for £999,999, 19s. 1ld. The idea of paying 
exactly a penny less than a million pounds for one’s gas bill seems like a bit 
out of the type of fairy tale that tells of a king’s ransom that is to be 
paid in a year and a day — especially as the butcher who received the bill 


had burned no gas at all. 
—The Accountants’ Magazine, April 1958 











Foreign 


Investment 


in Canada 


HENRY G. NORMAN 


THE IMPORTANCE of foreign capital 
to Canadian development has been an 
outstanding characteristic of our coun- 
try’s economic history and will un- 
doubtedly continue to have a definite 
influence on its future, both from an 
economic and political viewpoint. 

In the early days of our develop- 
ment, when we were not yet ranked 
as an industrial nation, the major in- 
vestments of capital were largely in 
railways and other public utilities, and 
in spheres of social capital financed by 
government borrowing. The flow of 
the more important capital contribu- 
tions fifty years ago corresponded with 
the direction of Canada’s political 
allegiance, and such borrowing from 
the United Kingdom was in the main 
subject to repayment. In some cases, 
it took the form of funded debt guar- 
anteed by the Government of Canada. 

With changing times and, more par- 
ticularly, as a result of two world 
wars, Our expansion was of necessity 
speeded up in order that we could 
play our part both in manpower, food 
supplies, and manufactured products 
for munitions of war. The availability 
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of funds from Great Britain being ma- 
terially reduced, it was only natural 
that we turned to the United States 
for financial and technological aid to 
help us carry out the development 
and expansion of our economy. 
When American capital began to 
flow into Canada in_ substantial 
amounts, it was not in the form of 
loans and borrowed money, but 
through direct investments in Canada 
which, in many cases, carried with it 
ownership and control. Here, per- 
haps, we touch the real source of un- 
easiness, in the fact that we have no 
precedent for our present situation. 


Before World War I 


In 1900 foreign investments in Can- 
ada had a value of some $1% billion. 
By 1957 they had exceeded $15 bil- 
lion. This growth was somewhat ir- 
regular, being most pronounced in the 
decade prior to World War I, the 
inter-war period up to 1930 and the 
recent post-war period. Reductions 
occurred during the mid-thirties, with 
further significant withdrawals of cap- 
ital forced upon the British to assist 
them in their financial requirements 
during World War II. 

In the period preceding World War 
I, the expansion in wheat production, 
lumbering and railway building was 
the core of economic development, 
and as the London capital market was 
the principal available source of the 
capital needed, there was a wave of 
capital inflow from the United King- 
dom. It was in this era that the 
largest part of Canada’s indebtedness 
to the United Kingdom was incurred, 
estimated at $1 billion compared with 
$168 million for that of the United 
States. 

The termination of this period is 
marked by the changes brought about 
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FOREIGN INVESTMENT IN CANADA 


by the World War I. The demands of 
the allied governments led to large 
current surpluses in Canada and the 
direction of development changed 
with inflows of capital being largely 
confined to new issues of govern- 
ment bonds in the United States. The 
increase in United States investments 
to nearly $1-2/3 billion during the 
four war years was as large as the in- 
crease in the period from 1900 to 1914 
and contrasts with the beginning of a 
decline in British investments in Can- 
ada. 


Between the Wars 

A new period of even greater 
growth in United States investments 
occurred following World War I. In 
contrast to the period before the war, 
capital for industrial expansion, with 
much of it in the form of direct in- 
vestment, played a larger role. The 
major source of foreign capital in 
Canada shifted to the United States, 
whose estimated share was then over 
$3 billion. 

The decade of the 1930’s was a 
period of generally low investment ac- 
tivity in Canada and this was a time 
when British and United States invest- 
ments in Canada combined were re- 
duced from $7.4 billion to $6.6 bil- 
lion. The two principal ways in which 
reductions occurred were through re- 
patriation of Canadian securities 
owned abroad and through with- 
drawals of capital invested in direct 
investments. The repatriation mainly 
occurred by redemption of bond is- 
sues owned abroad at a time when 
new issues floated abroad, for other 
purposes than refinancing, were rela- 
tively light compared with the extent 
of new borrowing by this means in 
the preceding decade. The withdraw- 
al of capital invested in branches 
and subsidiaries probably was a re- 
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flection of the reduced scale of busi- 
ness activity and the absence of any 
general expansion in properties. In 
contrast to the decline in British and 
United States investments, there was 
a rise in investments by other coun- 
tries. This latter was concentrated in 
the years immediately before World 
War II and was mainly European cap- 
ital in search of security. 


During World War II the most out- 
standing change in external invest- 
ments in Canada was the substantial 
reduction in British investments, from 
$2.5 billion to $1.7 billion, which 
mainly occurred from official repatria- 
tion operations connected with war- 
time financial arrangements. There 
was during the period, however, a net 
increase in total external investments 
in Canada as investments by the 
United States rose appreciably, and 
there was a continued growth in 
European and other foreign capital in 
Canada. The rise in United States 
investments was in both direct and 
portfolio investments. Canada’s bal- 
ance of indebtedness was sharply re- 
duced in this period by a substantial 
growth in Canadian assets abroad 
through Canadian government loans 
and an accumulation of official re- 
serves. 


Post-World War II 


Following World War II, there was 
another period of intensive growth in 
Canada in which non-resident capital 
played an important part as reflected 
in a sharp rise in non-resident invest- 
ments in Canadian industry. Most of 
this rise occurred in the years since 
1948. While, in the aggregate, non- 
resident resources contributed a 
smaller portion than in other periods 
of increased investment as a whole, 
the contributions of non-resident cap- 
ital were of major proportions, par- 
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ticularly in the sphere of industrial 
and resource development. 


In this latter period, investment by 
non-residents has doubled itself from 
$7 billion to over $15 billion. But the 
significant aspect of this rapid in- 
crease is the concentration in direct 
investments in Canadian industry 
which carry with them control and 
ownership as well as policy direction 
having its effects on Canada’s interna- 
tional trade; this has been particularly 
evident in the industrial field where 
large aggregations of capital are es- 
sential. Manufacturing, mining and 
petroleum are the areas of investment 
where non-resident controlled com- 
panies represent more than half of the 
total capital invested. In manufactur- 
ing alone, excluding petroleum refin- 
ing, the non-resident controlled por- 
tion is nearly 50%, in petroleum 70%, 
and in other mining approximately 
55%. Most of these concerns are con- 
trolled in the United States. 


The size of this capital movement 
and its rate of acceleration have 
brought about an intangible sense of 
disquiet in Canada, giving rise to the 
question as to what price we are pay- 
ing as a nation for our rapid develop- 
ment. But where would Canada be 
today, if we had not had this outside 
capital participation? 

It is only reasonable that foreign 
investors lay down policy for the 
Canadian company or subsidiary that 
they control, but in laying down a 
policy more thought might well be 
given as to the effect that it might 
have on the Canadian economy. A 
foreign investor who has taken risks 
inherent in any investment is entitled 
to share any monetary benefits so de- 
rived, but it should not be forgotten 
that he has responsibilities to Canada 
as a whole, over and above that of his 





controlled company. It would appear 
difficult to lay down any formula to 
define this responsibility, but foreign 
controlling interests might well re- 
solve the problem in not only having 
Canadian management and director- 
ate, but by taking into consideration 
in their overall planning the best in- 
terests of the Canadian people and its 
economy as a whole. 


Preponderance of American Capital 
Our country has always depended, 
to some degree, on foreign capital for 
its development, and __ large-scale 
American participation is nothing new 
as it started to outstrip that of the 
United Kingdom some 30 years ago. 
It must be admitted, however, that 
American investment in the two de- 
cades prior to 1945 increased by less 
than $2 billion, whereas in the years 
following World War II it has grown 
by over $7 billion. Consequently, of 
over $15 billion dollar non-resident 
investment in Canada today, over 
$11% billion is held in the United 
States, $2% billion in the United King- 
dom, and the remainder in other 
countries. Direct investment from the 
United States is estimated at $7% 
billion (64%) as opposed to $4 billion 
(36%) of portfolio investment. It is in- 
teresting to note that this percentage 
ratio is just about the reverse of that 
for the United Kingdom and other 
non-resident countries, where port- 
folio investment accounts for approx- 
imately 62% of their holdings and 
direct investment the remaining 38%. 
This preponderant share of Amer- 
ican capital invested in Canada is sig- 
nificant in itself, but in comparison 
with Canada’s national wealth es- 
timated at over $200 billion, it is a 
very small percentage. The rapid de- 
velopment in the last decade, un- 
doubtedly accelerated as a result of 
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foreign investment, has created new 
and wider opportunities for Can- 
adians to play their part in filling the 
needs for management skills. We 
should also remember that the whole 
development of non-resident invest- 
ment and its consequences have taken 
place in an expanding Canadian 
economy. The financial and techno- 
logical aid of the United States has 
been one of the prime factors in our 
country’s expansion, but it is still only 
a part of a much larger scene of 
affairs controlled, financed and di- 
rected by Canadians. 

We should be thankful to our 
neighbours for the part they have 
played in the development of our re- 
sources for without their investment 
participation, Canada might not have 
attained its present enviable position 
as one of the leading nations of the 
world. 

This is not a time for criticizing the 
manner in which the development of 
our country has taken place, the means 
used for such development, nor the 
rewards that the providing risk mon- 
eys have reaped for those who took 
the risks. Rather, it is time for us all 
to sit down, not only at political and 
governmental levels, but as individu- 
als, to appraise our outlook for the 
future and decide what course of 
action should now be taken. 


Finance the Keystone to Growth 
Finance is the keystone of starting 
an industry, and involves not only 
primary financing, but secondary 
financing as well. 
A primary market is essentially a 
financing market. It is the market 
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which promoters and financiers use to 
provide risk money for new enter- 
prises involving buildings, equipment, 
exploration, development and similar 
purposes. A secondary market is the 
only type of market maintained by 
most stock exchanges. On this market 
are securities of relatively proven 
companies that have already been 
through primary financing markets. 


Many Canadians appear to have 
been unwilling to take the risk in- 
herent in primary financing and to 
have let the other fellow (non-resi- 
dents) put up the necessary funds. In 
this type of financing, if the industry 
is not successful, the financier must 
take the consequences. If it is suc- 
cessful, he then reaps the benefits and 
profits. There are risks involved in 
any enterprise, but the people of Can- 
ada have the funds, the technical 
know-how and the manpower to bring 
such enterprise to fruition. We may 
not as individuals have access to the 
larger sums needed to develop new 
industries or our natural resources, 
but with sound leadership the finan- 
cial resources of the mass of the 
people can and must be directed into 
these channels if we are to keep in 
Canada a reasonable control. Invest- 
ment is one of the true democratic 
rights that we all enjoy, and with it 
goes the right to share in a company’s 
financial and capital growth, as well 
as the power to vote on its director- 
ship and policy. We, as Canadians, 
must take upon ourselves these re- 
sponsibilities by investment in Can- 
ada, be it primary or secondary, and 
thus ensure to Canada control of its 
own future. 








Special Features of Gas and Electric 
Utility Accounts 


WALTER C. HOWARD 


In 1951 there were 252,000 natural 
gas customers in Canada. By 1957 
this figure had increased to 609,000. 
The construction of pipelines carrying 
natural gas from Alberta to the east 
and west will accelerate the rate of 
this expansion and bring about the 
establishment of many new utility 
plants. It may be well, therefore, to 
consider some of the special fea- 
tures of utility accounting and con- 
sequently the audit procedures of 
these companies. The following com- 
ments are intended to apply mainly 
to regulated gas and electric utilities 
of the free enterprise type. 


In Canada there is no uniform 
system of accounting for regulated 
utilities. Each province has different 
legislation and this often imposes 
problems on companies operating in 
more than one province. 

The purpose of public utility reg- 
ulation is to limit the return to the 
proprietors to a reasonable amount 
because usually it is more economical 
for only one utility to operate in a 
given area and therefore such a utility 
enjoys a monopoly. This is accomp- 
lished through the power of the regu- 
latory body to set the rates which the 
utility may charge for its service. The 
method most often used by commis- 
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sions consists of two basic factors. 
These are the “rate base” (being the 
assets used in providing the service 
plus working capital) and a percent- 
age allowed on the rate base as a fair 
rate of return. 

Regulation makes utility accounting 
unique in that the selling price of 
the service depends to a large degree 
on the value of the company’s fixed 
assets. In general, it will also be 
found that the investment in utility 
plant is exceptionally large in relation 
to revenue and return. The account- 
ing for utility plant therefore may be 
said to form the salient feature of a 
utility audit. 

The external auditor should first 
review the accounting policies of the 
company to determine whether or not 
accepted accounting principles are 
being followed. There are important 
common characteristics in all regu- 
lated industries, and in order to assist 
in the review of the accounting poli- 
cies of the utility, consideration 
should be given to certain special 
problems arising out of conditions im- 
posed by regulation. Some of these 
are as follows: 


Classification of Property 


Property must be recorded at its 
“original cost” (that is, the cost to 
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the person first devoting it to public 
service) and separated into function- 
al classifications as, for example, 
transmission and distribution systems. 
Any excess of cost to the present 
owner of the property over the depre- 
ciated cost of such property to the 
original owner is normally carried in 
a “plant acquisition adjustments” ac- 
count. Any subsequent write-ups of 
the property are also carried in this 
account. It would appear to be de- 
sirable to show adjustment accounts 
of this nature separately on the bal- 
ance sheet. 


General Overhead Costs 


Most of the difficulties surrounding 
the treatment of overhead costs arise 
from the necessity of separating such 
costs between the utility plant and 
the operating expenses, and in the 
subsequent distribution of capital 
costs to the various classifications of 
plant. This is particularly true where 
a utility company undertakes a large 
portion of its own construction. In 
determining the amount of overhead 
costs to be capitalized most uniform 
systems of accounts allow the capital- 
ization of actual and reasonable over- 
head costs. The burden of proof in 
establishing the validity of these costs 
for rate-base purposes lies with the 
utility. 


Interest During Construction 

Interest during construction in a 
regulated utility has always been re- 
cognized as a proper charge to the 
cost of construction, but a great deal 
of controversy has centred around the 
amount of the allowance. There is 
plenty of room for difference of 
opinion as to the period of construc- 
tion and the question of operation 
prior to completion of the entire pro- 
ject, but the main argument has been 


over the assumed rate of interest, 
usually taking into consideration the 
rate of interest on equity funds as 
well as on borrowed funds. 

Entries giving effect to capitalized 
interest for equity funds are rarely 
encountered in ordinary commercial 
enterprises, although several of the 
provincial Companies Acts sanction 
payment of dividends during con- 
struction and charging this amount, 
together with interest on borrowed 
funds, to cost of construction (B.C. 
Act, chapter 42; Alberta Act, section 
102). However, in accounting for 
regulated industry, the capitalization 
of interest during construction (in- 
cluding interest on equity funds) is 
the accepted procedure, the credit 
usually appearing in the income ac- 
count. In the United States all the 
uniform systems of accounts under 
the Federal Power Commission set 
forth this procedure as the one which 
must be used. 


On page 44 of the “Uniform System 
for Natural Gas Companies” it is 
stated that “interest during construc- 
tion includes a net cost of borrowed 
funds used for construction purposes 
and a reasonable rate upon the 
utility’s own funds when so used”. In 
a 1952 case, the Federal Power Com- 
mission interpreted the above as fol- 
lows: 

We have generally allowed the actual cost 
of borrowed funds and a 6% rate of in- 
terest on corporate funds used for con- 
struction purposes. It has been our prac- 
use to refuse to allow the capitalization of 
interest during construction at rates which 
would result in a high profit during con- 
struction for the allowance is not for the 
purpose of providing the company with 
a fair rate of return before operations be- 
gin. 

A review of a number of recent 
Canadian utility financial statements 
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showed that interest rates varying 
from 44% to 7% were being used. This 
variation would indicate that different 
principles were being applied in ar- 
riving at the composite rate for in- 
terest during construction. The issue 
appears to lie in the interpretation of 
the purposes of the allowance. 

Regulatory authorities tend to ap- 
proach the problem from the “cost 
of money” concept (i.e. a reimburse- 
ment of actual cost of money needed 
to finance construction, this usually 
being a combination of the interest 
cost of borrowed funds and an 
amount for equity cost based on the 
fair rate of return), whereas the elec- 
tric and gas utility industries usually 
adopt the view that the purpose is to 
record the investors’ claims to re- 
covery of a return for the economic 
sacrifice and risk during the construc- 
tion period. Those adopting the 
latter view believe that a regulated 
utility is entitled to a fair rate of re- 
turn on its investment and that the in- 
vestment includes that portion repre- 
sented by utility plant under con- 
struction. In this connection it is in- 
teresting to note that the Public Utili- 
ties Commission of British Columbia 
recently approved a rate of 64%, 
equivalent to the fair rate of return 
allowed to the company in question 
by that commission. 


Depreciation and Income Taxes 
Because of the emphasis over the 
years which has been placed on the 
valuation of fixed assets for rate base 
purposes, depreciation has likewise 
received its share of attention. With 
the utility cost concept now firmly es- 
tablished, most Canadian utility com- 
panies are using straight line or re- 
ducing balance depreciation methods 
rather than retirement accounting 


procedures. 
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However, an entirely new field of 
controversy has been opened with 
the repeal in 1954 of regulation 1100 
(4) of the Income Tax Act (limiting 
capital cost allowances claimed for 
tax purposes to that shown in the 
company’s books). Since then most 
utility companies have claimed for 
federal income tax purposes the max- 
imum cost allowance permitted under 
the Income Tax Act, but have con- 
tinued to record in their books the en- 
gineering or normal depreciation. If 
the company followed the preferred 
treatment set forth in paragraph 10 of 
C.1.C.A. Accounting Research Bul- 
letin No. 10', a difficult problem 
might arise in determining the rate 
base and the net utility income. 


In commenting on the preferred 
method outlined in Bulletin No. 10 in 
a 1956 rate hearing before the Board 
of Public Utility Commissioners of Al- 
berta, the late R. Winslow Hamilton, 
F.C.A. stated: 


I find no quarrel with that authority 
whatsoever. There is nothing to stop this 
or any other company making suitable pro- 
vision on its balance sheet so that the share- 
holders may be informed of that situation. 
However, the necessity or the wisdom of 
making that sort of clarification on the bal- 
ance sheet has much more force in a 
non-utility company than it has in a utility 
company because, if income tax is to be 
allowed as a component of the service rate, 
then income tax that is to be paid in the 
future is passed on to the consumer in any 
event. Perhaps I should clarify that. In a 
manufacturing concern, or any other non- 
utility business, the general situation is that 
you make what profit you can, and out of 


1 Paragraphs 9, 10 and 11 of Bulletin No. 


10 issued by the Committee on Account- 
ing and Auditing Research of the Can- 
adian Institute of Chartered Accountants 
are as follows: 


“9. It has been suggested that, in the 
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those profits you pay your tax; the question, 
of course, in the utility field is somewhat 
different. Income tax is not paid out of 
your earnings but is an element under 
normal regulatory practice of the costs 
which are passed on to the consumers. 

The company, in its submission, 
had followed the procedure set forth 
in paragraph 10 of Bulletin No. 10. 
In its decision, the Alberta Board of 
Public Utility Commissioners stated: 

The effect of adopting the company’s plan 
would be to compel the consumers to con- 
tribute to the capital of the company, 
whereas the company itself should provide 
the capital on which the consumers pay a 
rate of return. After giving the problem 
serious consideration, the Board has come to 
the conclusion that it should not adopt the 
treatment of income tax advanced by the 
company. It will allow the company to take 
income tax on the basis of the tax actually 
paid or payable. 

It would appear that the real issue 
in determining whether paragraph 9 
or paragraph 10' of the bulletin ap- 
plies might be whether the tax saving 
is a temporary or a permanent one, 
and this in turn is dependent upon 
whether future replacements of de- 
preciable assets may be expected to 
equal or exceed retirements. With the 
prospect of Canada’s continued ex- 


circumstances, the net profit for the 
year may be reported as the amount de- 
termined after charging as income tax 
the amount actually payable in respect of 
taxable income for the year, provided 
that the effect of the reduction of taxes 
payable on the net profit for the year 
and the net accumulation of such 
amounts are set out in an explanatory 
note on the financial statements. 

“10. On the other hand, it has been sug- 
gested that a material reduction of cur- 
rent income taxes, resulting from claim- 
ing capital cost allowances in excess of 
recorded depreciation, should be treated 
as applicable to those future years in 
which depreciation corresponding to the 


pansion, together with the likelihood 
that the price level will continue to 
increase, it would appear that insofar 
as regulated utilities are concerned, 
paragraph 9 of Bulletin No. 10 may 
well be the preferred treatment. 


Before leaving the question of Bul- 
letin No. 10, comments made by the 
panel discussing “Accounting Prob- 
lems in the Oil Industry” at the 1957 
C.I.C.A. convention have a bearing on 
those gas utilities owning their own 
wells. This panel’s discussion reveal- 
ed that paragraph 9 as well as para- 
graph 10 of the bulletin were rarely 
used in the oil and gas industry when 
dealing with the writing-off of well 
development costs. 


Customers’ Advances and 
Contributions for Construction 


In order to obtain service from the 
utility in situations where it would 
otherwise be uneconomic, customers 
are often called upon to contribute 
towards the cost of the necessary ex- 
tension. These advances may or may 
not be refundable in whole or in 
part, depending upon the particular 
contract provisions. Sometimes these 
advances are viewed as being a com- 
pensation for estimated operating de- 


excess is charged in the accounts rather 
than reflecting such reduction in the re- 
ported net profit of the current year. 

“11. While the procedure outlined in 
paragraph 9 sets out the minimum essen- 
tial information, the committee believes 
that in most circumstances, it is desirable 
to report the net profit as determined by 
following the procedure suggested in 
paragraph 10. This procedure conforms 
to the principle of matching costs and 
revenues and avoids any uncertainty as 
to whether a note, such as is suggested 
in paragraph 9, is merely an explanation 
of the basis on which the net profit has 
been determined or constitutes an ad- 
justment of the reported net profit.” 
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ficits which the utility will have to 
bear until such time as an adequate 
return can be realized from the in- 
vestment, in which case these pay- 
ments by customers may be treated 
as non-refundable prepaid revenue. In 
any case, the accounting disposition 
of these payments should be deferred 
until all liabilities to the customer 
have been discharged. 

Unless the regulatory body has set 
down the accounting procedure, there 
may exist considerable uncertainty as 
to the proper disposition of the credit 
in the “contributions in aid of con- 
struction” account. Some U.S. com- 
missions have ruled that these contri- 
butions be credited to the plant ac- 
counts, thus recording the cost of the 
utility plant at its net cost. Most com- 
missions in Canada have as yet made 
no ruling on this matter, and a review 
of 1956 utility financial statements has 
shown large credits on the liabilities 
side of the balance sheet. It would 
appear that these credits should not 
be transferred to such accounts as 
surplus or reserve accounts without 
the commission’s approval. 

Since the advances were not made 
for the purpose of enabling the utility 
company to charge higher rates, most 
commissions have ruled that in estab- 
lishing the rate base these advances 
should be deducted. However, since 
title to the extension rests with the 
utility company, and since the asset 
will have to be replaced eventually 
by the utility, it has sometimes been 
held that depreciation on these par- 
ticular assets is a proper charge to be 
used in determining rates. 


Joint Costs 

In utility accounting, the concept of 
the accounting entity is recognized 
to the point that even a department 


or a branch of a utility company may 
be classed as a separate utility. This 
introduces the problem of allocating 
joint costs since many utility costs 
apply to all the services rendered: In 
determining the basis to be used in 
the allocation of costs it will rarely be 
found that a single variable will prop- 
erly reflect the correct value of prop- 
erty used or expense devoted to the 
division, class or service. Variables 
such as use, time spent, kilowatt hour 
or M.C.F. delivered, or number of 
customers may have to be given con- 
sideration. Most uniform systems of 
accounts provide for “clearing ac- 
counts” to facilitate the handling of 
these costs. A review of the operating 
and construction budgets of the com- 
pany may assist the accountant or 
auditor in difficult problems of cost 
allocation. 


Revenue and Trade Receivables 

A special feature of utility account- 
ing, brought about more by the 
nature of the business than the fact 
of regulation, is the accounting for 
revenue and trade receivables. These 
two items are so inter-related that 
they are usually treated as a unit in 
considering accounting and auditing 
procedures. 

In billing their customers, practical- 
ly all gas and electric utilities use 
what is known as “cycle billing”. The 
billing is usually done from a central 
billing office, the customer accounts 
being divided (with separate ledgers 
and control accounts ) into districts or 
divisions of from 200 to 500 custom- 
ers. The billings are made as nearly 
as possible on the same date each 
month. Trial balances (known as 
“cycle balances”) are taken off im- 
mediately before the monthly billings 
(“cycle date”) and are posted and 
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balanced to the control account. At 
the month-end no balancing of de- 
tailed lists of customer receivables are 
made with control accounts except for 
those districts where the end of the 
month coincides with the “cycle date”. 
The unbilled electric and gas revenue 
is frequently not accrued since the 
condition is practically the same at 
the beginning and end of the account- 
ing period. 

The great volume of accounting de- 
tail usually makes it impracticable 
for the auditor to prove with the con- 
trol account at any specific time the 
details, for example, of 50,000 cus- 
tomer accounts receivable. The auc- 
itor therefore relies on audit pro- 
cedures used in evaluating the inter- 
nal control to provide a check on 
utility revenue billings and the re- 
liability of the customer accounts re- 
ceivable. An important check on this 
feature of internal control is the con- 
firmation of customer accounts by di- 
rect correspondence. Statement No. 14 
issued by the Committee on Auditing 
Procedure of the American Institute 
of Certified Public Accountants in De- 
cember 1942 on this same subject con- 
cluded by stating: “Such a test confir- 
mation is desirable even in cases in 
which test confirmations may be made 
by internal auditors employed by the 
utility.” 


General 

One aspect of utility accounting 
which is of considerable interest and 
perhaps important to the accountant 
and auditor is what has been de- 
scribed as “the finality of past ac- 
counting”. Many United States com- 
missions and at least one Canadian 
commission appear to have taken the 
stand that once an accounting deci- 


sion has been made it cannot be ad- 
justed retroactively for rate purposes, 
e.g. plant accounts may not be ad- 
justed upward for failure to charge 
asset costs in the past. This rule, of 
course, does not prevent the com- 
mission from retroactive deductions 
from utility plant in connection with 
improperly charged overhead, assets 
not used, etc. Since utilities are usual- 
ly precluded by commissions from re- 
covering past losses out of current and 
future charges to consumers, the ex- 
ternal auditor should not be surprised 
to find that in certain situations util- 
ity management often consider the 
normal conservatism inherent in ac- 
counting principles to be inapplic- 
able. For example, if doubt exists as 
to whether certain charges are capital 
or expense and actual capital items 
are charged to expense in years when 
the company was not making its 
allowed return, these costs may never 
be recovered from the consumers to 
the ultimate detriment of the com- 
pany and its shareholders. The re- 
cording of depreciation in excess of 
normal (e.g. maximum allowable un- 
der Income Tax Act) in years of in- 
adequate return may also have the 
same effect. 

Professional accountants are by 
training and experience well versed in 
the art of evaluating the effect of ac- 
counting entries on the shareholders’ 
interest and the omnipresent Minister 
of National Revenue. In utility ac- 
counting they will be called upon to 
consider the addition of a third di- 
mension to their thinking, i.e. the re- 
quirements of the regulatory body. In 
other words, the utility accountant 
must often try to serve not two but 
three masters and all at the same 
time. 














GOVERNMENT HOSPITAL insurance 
plans have been in effect for a number 
of years in a few Canadian provinces, 
notably British Columbia and Saskat- 
chewan, and there has been little 
scope for the development of private 
plans in these provinces. In most 
Canadian provinces, however, private 
hospital insurance plans have had a 
widespread growth in recent years to 
the point where a very high propor- 
tion of employed groups have some 
form of hospital insurance. 

The introduction of government 
hospital insurance in many of these 
provinces in 1958 will have a far- 
reaching effect on existing welfare 
plans and will pose a number of im- 
portant problems for those responsible 
for these plans. Since Ontario is the 
first province to announce the details 
of its new hospital insurance plan, 
these problems will be considered 
from the point of view of an employee 
welfare plan in Ontario. 


Cancellation of Existing Hospital 
Benefits 

According to the announcement 
made by the Ontario Hospital Services 
Commission, the Ontario plan is to be- 
come effective on January 1, 1959. 
Enrolment is compulsory for employ- 


Government Hospital Insurance 
and Company Welfare Plans 
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ers with 15 or more employees, and 
such employers will be required to 
register their employees under the 
Ontario plan by August 1958 and to 
pay the initial premium for that plan 
in December 1958. 

Enrolment under the Ontario plan 
is optional for employees in groups of 
less than 15 and for individuals, and 
any employer with at least six em- 
ployees may enrol as a group. How- 
ever, it is important to note that the 
Ontario government is assuming ex- 
clusive occupancy of the basic hospital 
insurance field on and after January 1, 
1959. In other words, no employer or 
individual may purchase hospital in- 
surance up to the public ward level 
from any insurer other than the On- 
tario government. In effect this makes 
the Ontario plan compulsory for any 
employer unless he is prepared to do 
without hospital insurance entirely. 

This provision is, of course, design- 
ed to enrol as large a proportion of the 
population as possible under the On- 
tario plan, and also to eliminate dupli- 
cation of benefits to assist in control 
of costs. However, it removes en- 
tirely any freedom to choose between 
the government plan and _ private 
plans, and forces employers to revise 
existing plans, even where these have 
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been arranged through collective bar- 
gaining. 

All employees in groups of six or 
more who are enrolled under the On- 
tario plan this year will become eli- 
gible for benefits on January 1, 1959, 
and this includes any employees or de- 
pendents who may be in hospital on 
that date. Normally, when a bene- 
fit is cancelled under a group plan un- 
derwritten by an insurance company, 
payment of benefits is completed for 
any claim incurred while the insur- 
ance was in force. For example, if 
an insured individual entered hospital 
before the termination of the hospital 
benefit, most insurance companies 
would continue benefits for the dura- 
tion of the hospital confinement. Simi- 
larly there is usually a nine months 
extension for maternity claims under 
insurance company plans. 


Since the Ontario plan takes over 
immediately on January 1, 1959, it 
should be specifically provided when 
cancelling the hospital benefit under 
insurance company group plans that 
no benefits will be paid for any hos- 
pital expenses incurred on or after 
January 1, 1959. This avoids dupli- 
cation with the Ontario benefits, and 
is necessary in order to comply with 
the requirements of the Ontario plan. 
As this amendment may affect ma- 
ternity claims where pregnancy com- 
mences as early as nine months prior 
to January 1, 1959, some insurance 
companies have considered that it is 
desirable to arrange for the amend- 
ment prior to March 31, 1958. 


In order to make proper provision 
for the liability for claims already in- 
curred, it is necessary for insurers to 
maintain at the end of each year what 
is known as a “reserve for open and 
unreported claims” and “a reserve for 
deferred maternity claims”. The can- 
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cellation of benefits under group poli- 
cies for hospital expenses incurred on 
or after January 1, 1959 will release 
the latter reserve and a part of the 
former reserve. Most insurance com- 
panies will probably give credit for 
the amounts released to group policy- 
holders, either by a specific credit 
against premiums in December, 1958, 
or in the experience rating calculation 
on the next anniversary date of the 


policy. 


Benefits under Ontario Plan 

In addition to cancelling existing 
hospital benefits as required by the 
Ontario plan, employers will no doubt 
wish to consider what coverage should 
be purchased as a supplement to the 
Ontario plan, in order to produce in 
total benefits as good or better than 
those now in effect. It may be of in- 
terest, then, to compare the benefits 
provided by the Ontario plan with 
those of a typical group hospital in- 
surance plan. 

The Ontario plan as announced is 
to cover the full cost of the room and 
board charge for standard ward care 
and practically all special hospital ser- 
vices. The benefits are payable as 
long as the patient is confined to hos- 
pital without any maximum limit. 
Most private insurance plans have 
maximum limits ranging from 70 to 
180 days, but unlimited benefits are 
possible under the government plan 
because it is subsidized to a substan- 
tial extent from federal and provincial 
taxation. 


The Ontario plan does not, how- 
ever, cover the fee for administration 
of an anaesthetic, nor the cost of 
diagnostic services outside of hospital. 
Out-patient hospital services for emer- 
gency admissions are covered when 
given within 24 hours of an accident. 
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The usual group hospital insurance 
plan provides a daily benefit of up to 
a specified amount such as $8, $9, $10 
or even higher for the room and board 
charge for a maximum period ranging 
from 31 to 180 days. In addition, 
there is an allowance for special hos- 
pital services and for the anaesthetist’s 
fee with a maximum limit which is 
usually a multiple (10, 15, or 20 
times) of the daily hospital benefit. 
For example, if the daily hospital 
benefit were $10, the 15-times plan 
would provide up to $150 for the 
special hospital services and the an- 
aesthetist’s fee. 

Blue Cross plans and some insur- 
ance company plans provide benefits 
on a service basis, that is, the cost of 
semi-private or ward accommodation 
is covered, whatever it may be, limit- 
ed to a maximum number of days. 


Gaps in Coverage 

The first gap in coverage to be con- 
sidered is the difference between the 
standard ward care provided and the 
level of hospital benefits now in effect. 
Many welfare plans are designed to 
provide approximately the cost of 
semi-private accommodation, and to 
maintain this level of benefits a sup- 
plementary daily hospital benefit 
would be required. 

The actual cost differential between 
standard ward and semi-private ac- 
commodation is not yet definitely 
known, but it is understood that it 
may be about $3 for most hospitals. 
Most insurance companies will be pre- 
pared to include in group policies a 
supplementary daily hospital benefit 
of $3 to $5 per day to cover room and 
board expenses in excess of the On- 
tario plan on a reimbursement basis, 
for a maximum period up to 180 days. 

Ontario Blue Cross has announced 





THE CANADIAN CHARTERED ACCOUNTANT, AUGUST, 1958 


that it will have available a supple- 
mentary plan covering the cost differ- 
ential for semi-private accommoda- 
tion on an unlimited basis. It does, 
however, exclude sanatoria, hospitals 
for the chronically ill and mental hos- 
pitals. With a benefit of this kind a 
small increase in the extra cost for 
semi-private care would cause a pro- 
portionately large increase in claim 
costs, and inflationary trends would 
require prompt adjustment of premi- 
um rates. 

Another gap in coverage is the 
anaesthetist’s fee, now covered under 
the special hospital services part of 
insurance company group plans. A 
benefit for this item alone may be pur- 
chased from most insurance com- 
panies. 

One other small area to be con- 
sidered is the expense of X-rays re- 
quired following an accident. These 
are usually covered under insurance 
company hospital benefits, whether 
taken at a hospital or a doctor's of- 
fice. The Ontario plan will cover such 
X-rays only if taken as an out-patient 
at a hospital within 24 hours of an 
accident. A diagnostic X-ray and 
laboratory expense benefit may be 
purchased and this would cover not 
only X-rays under the circumstances 
mentioned, but also other X-rays and 
diagnostic procedures outside of hos- 
pital. 


Cost Considerations 

A typical group hospital insurance 
plan with a daily benefit of $8 for a 
maximum of 70 days and with 15 
times the daily benefit ($120) for 
special hospital services would, in a 
group of at least 25 employees with 
less than 21% females and with normal 
experience, cost about $1.30 monthly 
for single employees and $4.85 for 
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married employees. Somewhat lower 
costs would prevail in large groups 
because of volume discounts, and in 
good experience groups because of ex- 
perience rating refunds. The monthly 
premiums for the Ontario plan are 
$2.10 for single employees and $4.20 
for married employees. 

Obviously, the relative total costs of 
the two plans will depend on the pro- 
portion of married employees. As an 
example, let us assume a group of 100 
employees, of whom 75 are married. 
The total monthly premium for the 
group hospital plan mentioned above 
would be $396.25, while for the On- 
tario plan it would be $367.50. The 
extra amount of $28.75 monthly now 
being paid would be almost sufficient 
to purchase a benefit for the anaes- 
thetist’s fee which will not be covered 
under the Ontario plan. If it is de- 
sired to purchase the diagnostic, X- 
ray and laboratory expense benefit 
also, this would require an additional 
monthly premium of approximately 
$45. 

Because of the substantial subsidies 
to the Ontario plan from federal and 
provincial taxation, subsidies which 
are estimated to pay about two-thirds 
of the cost, it might be expected that 
the premiums charged for the Ontario 
plan would be materially lower than 
under existing hospital plans. Such, 
however, is not the case for most 
groups. Probably the chief reason for 
this is that the Ontario plan is avail- 
able to all, regardless of state of 
health or age, and it may be antici- 
pated that among those for whom the 
plan is optional the less healthy in- 
dividuals will apply more promptly 
and in greater numbers. The resulting 
higher claims cost must be provided 
for in setting the uniform premiums to 
be charged to all. A second reason is 
that benefits under the Ontario plan 
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are unlimited as to duration, but this 
is a relatively small factor in the total 
cost. 

It is clear, then, that in the average 
group if the present hospital benefit 
is about $8 on the 70 day - 15 times 
plan, the total cost for the Ontario 
plan plus an anaesthetist’s fee benefit 
will be about the same as the present 
outlay. However, if the present plan 
has greater benefits or provides semi- 
private accommodation, some margin 
would be available to purchase bene- 
fits supplementary to the Ontario plan 
at about the same total outlay as at 
present. For the average group a 
supplementary daily hospital benefit 
of $3 per day for 120 days, which 
should approximately cover the extra 
cost of semi-private accommodation, 
would cost about 35c monthly for 
single employees and $1.25 monthly 
for married employees from an in- 
surance company. The Blue Cross 
supplementary semi-private benefit 
will cost 55c monthly for single em- 
ployees and $1.10 monthly for married 
employees. 


Comprehensive Benefit 

The very newest development in 
group health insurance is the compre- 
hensive health insurance plan, some- 
times referred to as comprehensive 
major medical insurance. This mod- 
ern plan affords an ideal means of 
supplementing basic government hos- 
pital coverage. 

The comprehensive plan has the 
following characteristic features: 

1. It does not limit benefits to speci- 
fic sources of charges, but rather 
uses the blanket approach and em- 
braces all reasonable and necessary 
expenses for medical care and 
treatment. 

2. It provides reimbursement up to 











substantial limits, and protects 
against catastrophic medical ex- 
penses. 

8. It has an initial deductible applic- 
able to first-dollar charges and all 
expenses beyond the deductible 
are subject to coinsurance. 


A typical comprehensive plan might 
have a deductible of $25, applicable 
to expenses incurred by each indi- 
vidual in any one calendar year. All 
expenses in excess of the deductible 
would be subject to coinsurance, that 
is, such expenses would be reimbursed 
to the extent of 80%. The maximum 
benefit for each person might be $5,- 
000 or $10,000. The plan would ap- 
ply to hospital expenses, physicians’ 
and surgeons’ fees, prescribed drugs 
and medicines, special nurses, anaes- 
thetics, X-ray and diagnostic services, 
and any other reasonable and neces- 
sary expenses for health. 


To adapt the comprehensive plan 
to supplement a government hospital 
plan is simple, as it is merely neces- 
sary to exclude the expenses covered 
by the government plan and to reduce 
the premium rates accordingly. The 
result is a plan providing complete 
health insurance in one simple pack- 
age. 

For an average group the cost of a 
comprehensive plan to supplement the 
Ontario plan with a deductible of 
$25, coinsurance of 20%, and a maxi- 
mum benefit of $5,000 would be about 
$1.90 monthly for single employees 
and $7.00 monthly for married em- 
ployees. This cost would vary with 
the size of the group, age distribution 
of employees and other factors, and 
could, of course, be materially re- 
duced by increasing the deductible 
to $50 or $100 and the coinsurance 
to 25%. This cost in total would 
approximate the cost of a supple- 
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mentary hospital benefit of $3, an 
anaesthetist’s fee benefit, a diagnostic 
benefit, and a good surgical and 
medical plan. 

Because the public has become ac- 
customed to first-dollar coverage, it 
might be expected that there would 
be some reluctance to substitute the 
comprehensive plan for the conven- 
tional basic benefits. While this has 
been experienced in some quarters, 
there is a growing public acceptance 
of this plan, and its merit of covering 
all types of expense and providing 
very large benefits for serious and 
needy cases is coming to be recog- 
nized. The necessity of revising pres- 
ent welfare plans because of the intro- 
duction of government hospital insur- 
ance presents a real opportunity to 
modernize and consolidate these plans 
through the comprehensive approach. 


Plans in Other Provinces 

In the above discussion we have re- 
ferred particularly to the government 
hospital plan to be adopted by the 
Province of Ontario. At the date of 
writing, the following information is 
available with regard to plans in other 
provinces: 

British Clumbia — A plan is now in 
effect providing benefits similar to On- 
tario, less a daily deterrent fee of $1. 
No premiums are charged to residents, 
and the plan is financed through a 
sales tax. 

Alberta — A plan was made effect- 
ive April 1, 1958, providing benefits 
similar to Ontario, less a daily de- 
terrent fee varying from $1.50 to $2, 
according to size of hospital. The 
plan is to be financed from provincial 
revenues with no direct premium 
charge. 

Saskatchewan — A plan is now in 
effect providing the same _ benefits 
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as the Ontario plan. Residents are 
charged an annual premium of $15 for 
adults and $5 for children, with a 
family maximum of $40. 


Manitoba — It is understood that a 
plan similar to that of Ontario was 
introduced on July 1, 1958. 


Quebec — No announcement has 
been made regarding the introduction 
of a government hospital plan. 


Maritime Provinces and Newfound- 
land — It is expected that these prov- 
inces will introduce a plan in the near 
future, but details are not yet avail- 
able. 


Employers with employees in a 
number of different provinces will be 
faced with the problem of adapting 
existing welfare plans to the varying 
terms of different provincial plans in 
regard to benefits and premium 
charges. It will no doubt de desired 
to achieve a reasonable uniformity of 
total benefits and an equitable shar- 
ing of costs in the different provinces. 

The comprehensive benefit men- 
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tioned above seems to provide a very 
satisfactory way of arranging benefits 
which are approximately uniform. Any 
differences in benefits under provin- 
cial plans will fall into the area 
covered by the comprehensive benefit 
and the premium rates for this bene- 
fit would vary slightly between prov- 
inces with differing plans. An alter- 
native would be to adjust the supple- 
mentary hospital benefit between 
provinces in accordance with the 
different provincial plans. 

In determining the basis of sharing 
costs between employers and employ- 
ees consideration will not doubt be 
given to the sources of revenues for 
financing the various provincial plans. 
In Ontario, for example, it is indicated 
that about 2/3 of the cost will be 
financed from provincial and federal 
revenues, to which employers are con- 
tributing substantially through the 
corperation tax. This aspect of the 
problem will require careful study and 
cost analysis if costs are to be shared 
equitably by employees in different 
provinces. 


Canadians too Conservative in their Investments? 
There is no evidence to indicate Canadians are either more or less con- 


servative than Americans in their investment policies. But the population 
of the United States is ten times as large as that of Canada, and per capita 
income in that country is approximately 20% higher. Thus in the United 
States there is a much greater supply of capital than in Canada. While U.S. 
capital forms a relatively large share of the total investment in Canadian 
industry, the sum involved is small in comparison with total industrial capital 
in the United States. To illustrate the importance of this factor of size, 
Canadian direct investment in the United States, at the end of 1955, while 
only a very small part of total business investment in that country, was on a 
per capita basis twice as much as U.S. direct investment in Canada. 

—W. M. V. Ash, president, Shell Oil Co. of Can- 
ada Ltd., to the 5th Western Canada Conference 
on Financial Management and Petroleum Ac- 

counting, Banff, May 1958. 








THE SMALL STORE: 


Accounting Procedures 


C. A. KING 


THE SMALL sToRE, for the purposes of 
this article, may be defined as any re- 
tail establishment with a staff of be- 
tween five and twenty employees, and 
an annual turnover of between $100,- 
000 and $500,000, depending on the 
type of merchandise handled. Within 
the scope of this definition, the man- 
ner in which business transactions are 
recorded, the frequency with which 
informative financial statements are 
prepared, and the resulting degree of 
efficiency shown by management will 
vary widely. In this highly com- 
petitive age, even a slight variation 
in the degree of operating efficiency 
maintained by the small store owner 
can mean the difference between fi- 
nancial stability and bankruptcy. 

Not so many years ago, when com- 
munities were somewhat less interde- 
pendent than they are today, the 
small retail business with an estab- 
lished clientele enjoyed a relatively se- 
cure competitive position. As a result, 
management was not so concerned 
with operating costs. Working cap- 
ital was usually maintained at a fairly 
uniform level, and the need for detail- 
ed analytical information from the ac- 
counting records was not particularly 
acute. At year’s end, unless the profit 
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and loss statement showed a sharp de- 
cline in sales and net profit, the figures 
contained therein were seldom sub- 
jected to close scrutiny by the owner. 
Remedial action probably would not 
be taken until the store’s working 
capital had been reduced to the point 
where it meant curtailing the profit 
distributions or proprietor’s withdraw- 
als. With ever increasing improve- 
ment in transportation and commun- 
ication facilities, as well as the com- 
plexity of modern merchandising, the 
successful small store owner of today 
must be an able administrator. This 
he cannot be unless he has at his 
fingertips up-to-date information re- 
lating to the store’s operations so that 
he can make prompt, intelligent de- 
cisions concerning such matters as 
cash requirements, seasonal trends, 
margins, overhead, purchasing and 
sales policies. This is one reason for 
the growing importance of maintain- 
ing adequate accounting records in 
the small store. 


Governmental Influence on 
Accounting Procedures 

With the advent of personal and 
corporation income taxes in this coun- 
try, and the ensuing insistence on the 
part of taxation authorities that in- 
dividuals and corporations meet the 
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minimum legal requirements relating 
to the keeping of records necessary to 
determine income accurately, further 
impetus has been given to the im- 
provement of accounting procedures. 
Other federal and provincial govern- 
ment agencies, too, have helped to en- 
large the small store owner’s book- 
keeping staff. These include the Do- 
minion Bureau of Statistics, the Un- 
employment Insurance Commission, 
provincial Workmen’s Compensation 
Boards and sales tax authorities. Hav- 
ing to maintain records in greater de- 
tail for others, surely the store owner 
can turn necessity to his own ad- 
vantage. 


To illustrate the impact of govern- 
ment legislation on the accounting 
procedures maintained in a _ small 
store, let us examine the effect of a 
provincial sales tax on the recording 
of sales. This is a particularly timely 
example, as many Canadian provinces 
have recently entered the sales tax 
field or are presently considering such 
a levy. 

The small store owner at first may 
apply harsh epithets to such a tax 
imposition, for it devolves upon him 
to collect this tax on behalf of the 
government, keep accurate and de- 
tailed records of such collections, and 
remit to the government at regular 
intervals. 


Once the rate of sales tax has been 
established and the relevant legisla- 
tion enacted, the first task confronting 
the retailer is to familiarize himself 
with a complete list of taxable and 
non-taxable items of merchandise. 
Usually, certain “necessities” and pur- 
chases below a stated amount are 
exempt from sales tax. Therefore, 
sales records must be maintained on 
a “taxable” and “non-taxable” basis to 
facilitate checking by sales tax aud- 


itors. The next question relates to 
charge sales. The store owner must 
know if he is liable for remittance of 
tax on charge sales as soon as the sale 
is completed or later, when the ac- 
count is paid. If later, then it will be 
necessary to devise some method of 
ensuring that the sales tax liability is 
promptly recorded in connection with 
all receipts on account. In acknowl- 
edgment of the collector's role played 
by the retailer, the sales tax authority 
usually allows him a small commission 
on collections. Thus, this percentage 
of collections must be periodically 
transferred to a revenue account. 
Then, too, arises the question of sales 
tax on goods taken from stock for the 
owner's personal use. All in all, the 
chief result of a provincial sales tax 
imposition is to compel the small store 
owner to maintain detailed sales re- 
cords; but he may turn the require- 
ment to his advantage by extending 
the sales analysis further to produce 
figures highly informative to himself. 
Such analysis might distinguish be- 
tween classes of goods, cash and 
credit sales, advertised and non-adver- 
tised lines, or similar revealing break- 
downs. 


Types of Accounting Systems 

Once convinced of the necessity of 
maintaining records that will furnish 
him with useful data when it is re- 
quired, the small store owner is con- 
fronted with two or three alternatives 
as to the best manner in which this 
goal may be achieved. At the lower 
end of the small store classification, 
e.g. the store with a staff of five to ten 
employees, the owner or manager may 
supervise the bookkeeping procedures 
and actually write up and total the 
books of original entry. These would 
probably consist of a cash or day book 
for daily receipts and disbursements, a 
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purchase book for invoices from trade 
creditors, and a sales book for charge 
sales. One of his clerks could be re- 
sponsible for posting charges and 
payments from these books to the 
subsidiary ledgers of receivables and 
payables. The nature and design of 
these records should be prescribed at 
the outset by a qualified accountant 
so that the most useful information 
will be produced with the minimum 
of effort. 


Somewhat higher in the scale, it 
will be found desirable to employ a 
competent full-time bookkeeper, with 
a clerical staff of two or three, if 
necessary, to perform the routine ac- 
counting procedures such as _ the 
checking of purchase and _ sales 
invoices and the posting of sub- 
sidiary ledgers mentioned earlier. The 
bookkeeper’s duties will include post- 
ing the general ledger, reconciling all 
bank accounts and preparing a month- 
ly trial balance. Among those retail 
stores whose annual sales approach 
$500,000, it might be advantageous 
because of the saving of time and the 
elimination of posting errors to con- 
sider mechanizing the accounting sys- 
tem, at least in part. 


Frequently, the small store owner 
decides against enlarging his staff to 
meet accounting requirements. In 
some instances, the choice may not 
rest with him as there might very well 
be a dearth of qualified bookkeepers 
in his community. In such circum- 
stances, many small stores have their 
books written up weekly or monthly 
by professional bookkeepers or prac- 
tising chartered accountants. The 
volume of professional services to be 
performed and the responsibility to be 
assumed therefor will depend on in- 
dividual circumstances, but mutual 
understanding on this important 





matter should be assured by an ex- 
change of correspondence between 
the parties. 

Some professional accountants may 
conduct a large part of their book- 
keeping services by mail, providing 
the client with a month’s supply of 
simple journal forms for cash re- 
ceipts and disbursements, charge 
sales, purchases, etc. A few minutes’ 
effort on the part of the client 
every two or three days will suffice 
to complete these. At the end of 
the month they are mailed to the 
accountant, who adds and _ balances 
them, posts the general ledger, notes 
any items requiring immediate clari- 
fication or discussion with the client, 
and repeats this procedure monthly 
until the fiscal year end arrives. Under 
this system, the store’s staff would be 
responsible for maintaining the origin- 
al records relating to business trans- 
actions, such as sales slips, cash regis- 
ter tapes, deposit slips, and cheques 
issued, handling all receipts and pay- 
ments in the usual way, and posting 
the subsidiary “personal” accounts, 
receivables and payables. Where the 
owner considers it economically sound 
to do so, he may include in the pro- 
fessional accountant’s functions such 
duties as billing customers monthly, 
the preparation of payrolls and the 
cheques relating thereto, the recon- 
ciliation of accounts payable with 
creditors’ statements after checking of 
individual invoices with merchandise 
receipts has been completed, and the 
answering of letters directed to the 
attention of the accounting depart- 
ment. 


In order to determine the rela- 
tive cost of certain accounting pro- 
cedures as performed by his own staff 
and as done by the staff of a profes- 
sional accountant, the small store 
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owner will usually ask the latter to 
quote him or to estimate a weekly or 
monthly fee. It may be necessary for 
the accountant to serve on a “trial fee” 
basis for a few weeks or months until 
he has become thoroughly conversant 
with the client’s routine and the multi- 
farious details that can be expected to 
recur at regular or irregular intervals. 
Once he knows with a fair degree of 
accuracy just what the store owner ex- 
pects of him and his staff, and the 
average length of time required, he 
will be in a position to quote the re- 
quested fee. 

Whatever approach to the book- 
keeping problem is adopted, it is im- 
portant that current figures be pro- 
duced reliably and promptly, that the 
data be adequate for government and 
credit purposes, and that the state- 
ments facilitate intelligent planning 
for the enterprise. 


Monthly Financial Statements 
Today’s small store owner should 
be vitally concerned with the eco- 
nomic significance of the figures con- 
tained in his operating accounts. Thus, 
the preparation of those figures, al- 
though an important procedure in 
itself, is but a prelude to the prepara- 
tion and interpretation of financial 
statements to assist management in 
its efforts to maintain or improve the 
store’s financial position. We have 
discussed the role of the professional 
accountant in fostering efficient ac- 
counting methods. In addition, he has 
a moral obligation to make available 
to his clients the benefits of his special 
knowledge stemming from his broad 
professional experience. Because he 
can obtain and interpret statistics and 
percentages of gross and net earnings 
of other retail stores in the same line 
of business across the country, he can 
compare his clients’ operating results 


with the average for the nation, or 
perhaps in the immediate area. Any 
appreciable difference can be ana- 
lyzed in detail, until the cause of ex- 
cessive costs or lower sales is under- 
stood. Another advantage accruing to 
the small retailer, from the employ- 
ment of a professional accountant in 
preference to using his own account- 
ing staff for the purpose of preparing 
comparative financial statements, is 
the unbiased viewpoint the former 
brings to bear. 


The most effective way in which 
comparative dollar amounts can be 
presented for quick study involves the 
use of percentages or graphs. With 
the key figures reduced to percent- 
ages, the significance of gross profit 
ratios, of the relationship of cost of 
sales to sales, and of operating costs 
and net profit to sales becomes much 
clearer. Similarly, a line or bar graph 
is worth scores of words in drawing to 
the store owner’s attention visually the 
relationship between figures. Graphs 
are probably the most lucid means of 
revealing the long-term trends _ in- 
herent in his business and the results 
to be expected if present policies are 
pursued. 


On a monthly or four-week basis, 
comparative financial statements can 
be of immense value in making man- 
agement immediately aware of any 
departure from the normal. In the 
preparation of such statements, there 
is one asset, affecting both the balance 
sheet and the trading statement, the 
valuation of which is the most sus- 
ceptible to error or difference of 
opinion. This is the inventory of mer- 
chandise on hand. This whole con- 
troversial question of the various 
methods of merchandise control and 
valuation will be discussed in con- 
siderable detail in a subsequent 
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article. Suffice it to say, for present 
purposes, that the small store owner's 
inventory valuation will in only a few 
instances be taken from reliable per- 
petual inventory records. In the ab- 
sence of such records, a conservative 
estimate of merchandise on hand must 
be made, supplemented by occasional 
physical counts. There is the very real 
danger, though, that estimated inven- 
tories will not be checked sufficiently 
against actual merchandise and that 
the amount of such inventories will 
be determined primarily by gross 
profit requirements rather than by 
reality. If the inventory is not closely 
estimated, the chief purpose of pre- 
paring monthly operating statements 
can be defeated. 

Where more than one class of mer- 
chandise is handled, or where various 
qualities of merchandise are sold at 
different margins, the records should 
be classified so that sales, purchases 
and inventories are ascertainable for 
each type of merchandise or each de- 
partment. Thus, if any item is not 
paying its way, it can be discontinued 
or steps can be taken to make its sale 
profitable. 


Annual Financial Statements 

The accountant who has been 
supervising a store’s accounting pro- 
cedures on a weekly or monthly basis 
and preparing monthly financial state- 
ments on his client’s behalf is at a dis- 
tinct advantage at the fiscal year end. 
He can prepare the annual statements 
with a minimum of delay, for the 
work he has performed during the 
year, being of a combined accounting 
and auditing nature, will probably 
have reduced the amount of checking 
he would have to do in order to 
express an opinion upon the correct- 
ness of the year end statements he has 
prepared. In addition to the balance 


sheet and profit and loss statement 
prepared each month, the annual 
statements will be made more valu- 
able if they include several supporting 
schedules and analyses interpreting 
various phases of the year’s opera- 
tions. The professional accountant 
can be particularly helpful to his 
client if in his report or a separate 
letter he mentions special or signif- 
icant items that have come to his 
attention during the current period, 
especially if it appears that they will 
affect subsequent periods. 


Recommendations may also be 
made at some length as to ways in 
which operating results can be im- 
proved in the future. During the year, 
one ratio that may not receive special 
attention is that relating to working 
capital. This is the comparison of 
current assets to current liabilities, 
and often a satisfactory ratio is about 
two to one. An analysis of working 
capital changes during a period is 
usually made clearer when presented 
as a statement of available funds and 
the use to which they have been put 
during that period. Businessmen con- 
sidering future plans will be governed 
to a large extent by these figures, and 
forecasts on a similar basis for the 
months ahead, for the firm’s present 
and potential liquid position, will de- 
termine the rate at which the store 
can safely expand, spend money on 
capital improvements, or make capital 
or profit distributions to the owner or 
owners. 


The store owner will usually re- 
quire an accountant’s certificate or re- 
port with his annual financial state- 
ments for several reasons, or rather 
for several variations of one reason. 
Those parties having access to his 
statements all want assurance that 
they have been prepared by a 
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competent, independent accountant, 
whether the parties concerned are 
shareholders, credit grantors, the Tax- 
ation Division of the Department of 
National Revenue or some other gov- 
ernmental body. 


The individual store owner should 
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economic prospects, and this usually 
means discarding his traditional 
antipathy to paper work. Once he has 
learned to appreciate the end figures 
produced by a set of books com- 
petently designed and maintained, he 
will never again wish to be without 


apply those bookkeeping methods and __ the vital help they give him. 


policies most likely to improve his 


Productivity 


There has been a great deal of talk about Russia’s new weapons — 
nuclear bombs, intercontinental missiles, submarines and the like. There is, 
however, another and more basic weapon on which the Kremlin relies. Its 
name is productivity. 

The Soviet Government has not released figures on productivity per 
worker but there can be no doubt it is increasing. One estimate gives an 
increase of 6% in the first half of 1957, as contrasted to the corresponding 
period of 1956. In the United States, the increase in productivity per man 
in industry in 1957 was only 1.2%, while in Canada it may actually have 
fallen. In both these countries, as a result, the numerous wage increases 
demanded and granted have been immediately reflected in higher prices. 

If this trend continues, the Kremlin’s dream of surpassing the United 
States in industrial production may quite conceivably be realized within the 
lifetime of the present generation. Increasing quantities of relatively low- 
priced Russian goods will compete with high-priced North American goods 
in the markets of the world; while the Soviet Government will have an ample 
backlog for aid programs designed to influence undeveloped nations in Africa 
and Asia. 

It was in Britain and the U.S. especially that the idea first took root 
that the way to individual and national prosperity was through hard work, 
saving, increased skill and the steady improvement of tools and machinery. 
Yet somehow this conception, which seemed so clear to our ancestors, has 
been dropped by the wayside. 

In the English-speaking world, at least, the notion prevails that the road 
to riches lies through installment buying, shorter hours of work, wage de- 
mands that bear no relation whatever to increased productivity, and frequent 
strikes. As long as we are weighed down by these illusions, we can hardly 
hope to win the race to which Moscow is challenging us. 

— Extract from Globe & Mail. (Editorial), May 2, 1958 
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Accounting Research 


TRENDS IN CANADIAN FINANCIAL 
REPORTING 
Gertrude Mulcahy, C.A. 

The subject of annual financial re- 
porting has occupied the attention of 
accountants, managements, investment 
analysts, financial commentators and 
financial advisers for some time. Their 
efforts to develop and promote effec- 
tiveness have produced outstanding 
results. In recent years, the annual 
report has undergone a remarkable 
improvement. The basic principle 
has become firmly established that 
shareholders, both actual and poten- 
tial, are entitled to know as much as 
possible about their companies and 
to have the facts presented to them in 
a manner in which they can under- 
stand, 


Canadian annual reports have kept 
pace with this striking trend towards 
effectiveness. Each year, more and 
more companies are striving conscien- 
tiously to give their shareholders and 
customers a full picture of what has 
been going on in the past, where the 
company stands now, and what are 
the prospects for the future. To en- 
courage good reporting in Canada, 
The Financial Post has, for several 
years, offered awards for the best re- 
ports. In announcing the results of 
the 1957 contest, it was reported that 
“Canadian corporations did a better 
job than ever before” and one of the 
judges commented that “A gratifying 
large number of companies had found 
a way to a happy compromise be- 


Director of 


tween the twin problems of annual 
reporting — presenting the various fi- 
nancial statements, ratios and statistics 
needed by the professional who would 
make an intelligent analysis of the 
company, and telling the story in a 
reasonably simple way which will not 
repel unsophisticated shareholders.”? 

In competition with annual reports 
of companies in other countries, the 
Canadian submissions have made an 
excellent showing. For a number of 
years The Financial World, an Ameri- 
can investment and business weekly 
magazine, has conducted a survey of 
annual reports of companies from the 
United States and Canada and awards 
are given for distinguished achieve- 
ment in the various industrial classi- 
fications. Some 5000 reports were 
entered in the 1957 contest. A fairly 
lengthy list of Canadian companies 
was in the awards list and a number 
won recognition in their respective 
fields. 

Of the 109 bronze oscars awarded 
for the annual reports judged best in 
each industrial classification, 3 were 
won by Canadian companies: Hiram 
Walker-Gooderham & Worts, Ltd. in 
the distilled spirits section, St. Law- 
rence Corporation Ltd. in the pulp 
and paper section, and Southam Co. 
Ltd. in the publishing section. The 
group of 218 companies ranking sec- 
ond and third best in the respective 
sections included Trans-Canada Air 
Lines Ltd., Aluminum Ltd., Ventures 
1 The Financial Post, November 16, 1957. 





154 


Research, C.I.C.A. 





ees 


——— 





rr WS oe we 


eel SES, h—C OrlelUC<C SS 


a 


OE SRI I ae 


OT TTA | 


ACCOUNTING RESEARCH 


Ltd., Cockshutt Farm Equipment 
Ltd., Canada Packers Ltd., Scudder 
Fund of Canada, Moore Corporation, 
Home Oil Co. Ltd., and MacMillan 
Bloedel Ltd. One Canadian company 
has established an outstanding rec- 
ord in this contest: Chateau-Gai 
Wines Ltd. was an award winner in 
1957, making the tenth year in a row 
that it has submitted a report which 
has attracted the favourable attention 
of the contest judges. 

The focal point of all annual reports 
is the financial statements themselves, 
and it is by the development of effec- 
tive techniques of presentation and 
disclosure within these statements that 
accountants and accounting societies 
have made a definite contribution to 
the remarkable improvement in an- 
nual reporting. “Financial Reporting 
in Canada,” 2nd ed., 1957 provides a 
fairly complete summary of the re- 
cent trends and developments in fi- 
nancial reporting and accounting 
practices in Canada. The statistical 
tabulations indicate that, in some as- 
vects, a high level of effectiveness has 
been achieved, but that in others 
there is still room for improvement 
and greater uniformity and under- 
standing. 


Outstanding Improvements 

The following are some of the areas 
in which high standards of practice 
have been established and maintained. 


CLASSIFICATION OF ITEMS IN 
BALANCE SHEET 

The Committee on Accounting and 
Auditing Research of the Canadian 
Institute of Chartered Accountants 
recommended in Bulletin No. 14 that 
“Accounts should be segregated in a 
balance sheet according to the ac- 
cepted distinctions such as current as- 
sets, fixed assets, current liabilities, 
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long-term debt, shareholders’ equity.” 
Because of the differences in circum- 
stances peculiar to the individual com- 
panies and because of fluctuations in 
accounting practices which have not 
yet been finally accepted or rejected, 
it is reasonable to expect that there 
would be a certain amount of varia- 
tion in the classification of items. 
However, a very high degree of effec- 
tiveness and uniformity in practice has 
been achieved in providing recogni- 
tion of the basic distinctions recom- 
mended in Bulletin No. 14. In each 
of the four years analyzed (1953 to 
1956 inclusive) this was accomplished, 
in over 98% of the balance sheets, by 
the grouping of items of a similar na- 
ture under descriptive captions. The 
extension of sub-totals and totals of 
the various groups was almost uni- 
formly adopted, although a few cases 
were noted in which this procedure 
was not followed and the segregation 
was effected by the use of designating 
captions only. 


Not all of the balance sheets re- 
ferred to above provided ideal and 
complete classification of all balance 
sheet items. The form of presentation 
of the shareholders’ equity is the out- 
standing flaw in the general accept- 
ance of adequate classification pro- 
cedures. However, the standards in 
this area are fairly good and have 
shown improvement over the last few 
years. In 76% of the balance sheets 
analyzed for 1953, an effort was made, 
by way of designating captions, 
groupings and extensions of totals, to 
identify the shareholders’ interest in 
the company’s assets. By 1956, this 
percentage had increased to 81%. One 
of the faults in annual reports, noted 
specifically in the 1956 Financial Post 
annual reports award, was the failure 
to label, as such, the balance sheet 
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items which make up the sharehold- 
ers’ equity. In 1957, one of the judges 
noted that more companies were elim- 
inating this deficiency and providing 
proper classification of the items con- 
cerned. It is to be hoped that the 
trend towards better presentation of 
this portion of the balance sheet will 
continue and that the practice of 
grouping the component items under 
a descriptive caption with a single 
total extended will become generally 
accepted. It has already received 
strong support: 73% in 1956 as op- 
posed to 63% in 1953. 


CoNnsOLIDATED STATEMENTS 

Although Canadian public compan- 
ies are not required, either by statute 
or by Securities Commission rulings, 
to prepare their annual financial state- 
ments on a consolidated basis, this 
practice has become well established 
as one of the basic principles of effec- 
tive financial reporting. “In 1953, 83% 
of the parent companies prepared 
their annual financial statements on a 
consolidated basis. By 1956, this per- 
centage had increased to 88%, with 
71% on a fully consolidated basis and 
17% on a partially consolidated basis”.? 

It is recognized that consolidated 
statements do not always give the 
shareholders of the parent company 
the fairest picture of their investment. 
But it has been recommended that 
where subsidiaries have not been con- 
solidated, the reason for the exclusion 
should be clearly stated. Unfortu- 
nately, the practices in this respect 
have varied, with less than 50% of the 
1956 reports concerned providing this 
information. 


INAPPROPRIATE USES OF THE TERM 
“RESERVE” 
One of the most outstanding trends 


2 “Financial Reporting in Canada”, 1957. 


brought out by the statistical tabu- 
lations of “Financial Reporting in Can- 
ada” is the marked decline in the in- 
appropriate usage of the term “re- 
serve’. In 1956, only 15% of the 300 
balance sheets analyzed made use of 
the term in describing one or more of 
the following items: allowance for 
doubtful accounts, accumulated allow- 
ance for depreciation and estimated 
liabilities for income taxes. This de- 
cline from 41% in 1953 indicates with- 
out a doubt that accountants and man- 
agement recognize the wisdom of the 
recommendations of Bulletin No. 9, 
that the term “reserve” be limited to 
segregation of earned surplus and “not 
be used to designate amounts provid- 
ed in respect of actual liabilities, de- 
ferred income or diminutions in the 
value of assets”. (Bulletin No. 9, 
January, 1953) When compared with 
such percentages as 67% re doubtful 
accounts and 69% re depreciation in 
the statements analyzed for 1952, im- 
mediately prior to the release of Bul- 
letin No. 9, the decline is even more 
outstanding and represents a real 
achievement. 


Detaits OF LONG-TERM INDEBTEDNESS 

A predominant practice of disclos- 
ing the interest rate and maturity date 
of at least part, if not all, of the long- 
term indebtedness has been exhibited 
in the balance sheets in recent years. 
Over 96% of the balance sheets show- 
ing long-term indebtedness, in each of 
the four years 1953 to 1956 inclusive, 
have provided this information each 
year. In addition, of the balance 
sheets indicating maturity of part of 
its indebtedness within one year, at 
least 96% each year disclosed the 
amount of such maturities. In the 
original pronouncement on minimum 
standards of disclosure, Bulletin No. 1, 
October 1946, the Committee on Ac- 
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counting and Auditing Research stat- 
ed that “Unless shown separately un- 
der current liabilities, the amount of 
bonds payable or the amount of the 
sinking fund payment due within the 
succeeding year should be disclosed.” 
In the revision of this bulletin, in Aug- 
ust 1957, the committee was some- 
what more specific and recommended 
that “The amount payable within a 
year out of current funds in respect 
of long-term debt should be included 
in current liabilities.” This latter sug- 
gestion had, in fact, become an estab- 
lished procedure prior to this pro- 
nouncement with at least 80% of the 
balance sheets concerned following 
this method of disclosure in each of 
the years 1953 to 1956 inclusive. 


DETAILS OF SHARE CAPITAL 

The statistical tabulations relating 
to capital stock show almost unani- 
mous adoption of the practice of dis- 
closing the details of share capital 
authorized, nominal value of shares, 
and number of shares issued. In ad- 
dition, in the vast majority of cases, 
the rate of dividends on preferred 
stock was disclosed (90% in 1956, 91% 
in 1953). Of the balance sheets indi- 
cating a change in share capital dur- 
ing the current year, 93% in 1956, dis- 
closed the actual details of such 
changes. Compared with 73% in 1953, 
this increase shows a continued effort 
to provide adequate information. A 
marked preference has been exhibited 
for disclosure of such details in the 
balance sheet itself or in notes ap- 
pended thereto. 

Unfortunately the need for segre- 
gating the amount of share capital 
outstanding for each class of share 
where there are more than one class 
of shares has not received as wide- 
spread recognition. Although the pre- 
dominant practice is to provide this 
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segregation, the proportion of balance 
sheets which grouped the amount for 
two or more classes in one figure has 
increased slightly in the last few years 
(24% in 1956 as opposed to 20% in 
1953). This change is in the op- 
posite direction to those reflected in 
other aspects of capital stock presen- 
tation. Disclosure of redemption 
price where shares are redeemable 
has not become generally accepted 
procedure. This may be influenced 
by the opinion that disclosure of price 
is not necessary where the shares are 
redeemable at par. 


DIVIDENDS AND EXPENSES 

The Company’s Act (Canada) re- 
quires that the statement of surplus 
should show “dividends paid or de- 
clared on each class of shares, stating 
the account against which the same 
are charged”. Disclosure of this in- 
formation is accepted practice, with 
only 9 out of 300 companies in 1956 
combining the dividends on more 
than one class of shares into one fig- 
ure. 

Disclosure of the amounts charged 
for depreciation, interest on indebt- 
edness and taxes on income, either as 
separate items in the statement of pro- 
fit and loss or in a footnote to such 
statement, is well established as stand- 
ard procedure. On the other hand, 
practices relating to dividends from 
subsidiaries’ minority interest in profit 
and loss of consolidated subsidiaries 
and unusual and non-recurring items 
varied, although definite preferences 
were indicated. 


Gradual Improvement 

In some parts of the financial state- 
ments only a slow improvement has 
been shown, and there is still need for 
wider adoption of those practices 
which have been established as desir- 
able and adequate. 
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SUPPLEMENTARY STATEMENTS AND 
SCHEDULES 

The proportion of companies pro- 
viding supplementary summaries, 
statements and schedules is increasing 
but not very quickly. This practice, 
unfortunately, has not as yet reached 
the stage at which it would be classi- 
fied as generally accepted. The sta- 
tistical tabulations show the variety 
of statements used to disclose the his- 
torical background of the current fi- 
nancial statements. 


CoMPARATIVE STATEMENTS 

Financial statements on a compara- 
tive basis, i.e. showing the correspond- 
ing figures for at least the preceding 
year in addition to those for the year 
under review, are presented by more 
companies each year. While this 
practice cannot as yet be classified as 
generally acceptable, (56% in 1956), 
the proportion presenting some or all 
of the financial statements on a com- 
parative basis has increased 16% in 
the last four years. 


Basts OF VALUATION OF ASSETS 

In Bulletin No. 14, the committee 
stated that “The basis of valuation of 
assets should be explicitly disclosed 
where the basis is not self-evident.” 
A review of the statistical tabulation 
relating to the various assets discloses 
that this practice is generally follow- 
ed, but that there are some specific 
items for which a significant propor- 
tion of the reports do not provide this 
information: marketable securities, in- 
vestment in subsidiaries, other invest- 
ments, goodwill and intangible assets. 
In each of these items there has been 
a gradual decrease in the number of 
reports which fail to disclose the bases 
of valuation, but percentages of 27, 
44, 33, 22 and 18 respectively, on the 
reports for 1956, indicate the need for 
greater attention to this matter. 


CLASSIFICATION OF RESERVES 

Unfortunately, the recommendation 
of the committee that reserves be 
shown as part of the shareholders’ 
equity has not as yet received the 
same high degree of recognition and 
acceptance as was accorded the sug- 
gestions relating to the inappropriate 
use of the word “reserve”. By 1956, 
only 34% of the balance sheets showing 
reserves on the liability side included 
them as part of the shareholders’ 
equity. Although this percentage had 
increased from 24% in 1953, it does not 
indicate a rapid trend toward the pre- 
sentation which the committee con- 
sidered to be most desirable. 

In contrast, transfers to and from 
reserve have generally been treated as 
adjustments of earned surplus, as 
recommended in Bulletin No. 9. 


STANDARD Form oF AupiTor’s REPORT 

Although there has been a definite 
trend towards the use of the standard 
forms of auditor’s report recommend- 
ed by the committee in 1951 and 1954, 
a surprising number of reports still do 
not adhere to the suggested wordings 
(37% of Dominion companies and 46% 
of Ontario companies in 1956). Many 
of the reports classified as not con- 
forming with the standard form did 
not differ significantly but reflected 
personal preferences in terminology 
rather than differences in content of 
the report. Examples of such varia- 
tions have been set out in the com- 
mentary on table 58 in the second edi- 
tion of “Financial Reporting in Can- 
ada”. 


Improvements Needed 

The following are some of the out- 
standing deficiencies in published fi- 
nancial reports in this country. 


SourRCES OF SURPLUS 
The recommendations of the Com- 
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mittee on Accounting and Auditing 
Research released in August 1955, as 
to the segregation of surplus items be- 
tween “earned” and “contributed” sur- 
plus, have not as yet become generally 
accepted although there has been a 
slight increase in the proportion of 
balance sheets providing this classi- 
fication. In 1956, only 25% of the bal- 
ance sheets showing more than one 
surplus item followed the recom- 
mended practice. 


SALES 

As yet, very few Canadian state- 
ments disclose annual sales, even 
though the inclusion of sales or net 
sales in the details of the statement of 
profit and loss has become standard 
practice in published reports in the 
United States. The judges of the 1957 
Financial Post annual report awards 
noted that “more companies are dis- 
closing their gross sales or revenue 
figure in their earnings statements, but 
their number is increasing too slowly.” 
Table 43 of “Financial Reporting In 
Canada”, 2nd ed., 1957, shows that in 
1956 only 85 out of 300 reports dis- 
closed the sales figure. 


Basis OF INCOME Tax DEDUCTION 

In September, 1954, the Committee 
on Accounting and Auditing Research 
presented what they considered to be 
an acceptable solution to the problem 
of income measurement created by the 
repeal of Income Tax Regulation 
1100(4). The committee recommend- 
ed that the current tax savings result- 
ing from claiming excessive capital 
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cost allowances should be deferred to 
be applied to those future years when 
depreciation corresponding to the ex- 
cess is charged in the accounts. In 
1956, 37 of the 300 companies ana- 
lyzed adopted this suggested treat- 
ment with 24 others following the al- 
ternative treatment suggested in Bul- 
letin No. 10, ie. current tax saving 
treated as an increase in reported net 
profits, with the effect of the reduction 
in taxes payable on net profit for the 
year set out in explanatory footnotes 
on the financial statements. In a pro- 
portion of the remaining cases it was 
difficult and sometimes impossible to 
tell, from the information provided, 
whether or not the computation of re- 
ported net income had been affected 
by current tax savings, although in 
some instances it was definitely stated 
that there was no problem since de- 
preciation and capital cost allowances 
were the same. 


TERMINOLOGY RE NET PROFIT 

A wide variety of terms are used to 
identify the closing balance in the 
statement of profit and loss, as well as 
the balance transferred from yearly 
operations in the statement of earned 
surplus. While definite preferences 
have been exhibited, the variations 
appearing in the published statements 
might well cause confusion to those 
readers unfamiliar with accounting 
terminology and expressions. The 
statistical tabulations in respect of 
each of these balances clearly show a 
lack of uniformity in this connection. 
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THE BupceT 

On Tuesday, June 17, Finance Min- 
ister Donald M. Fleming presented 
his first budget to the House of Com- 
mons. The budget speech was very 
lengthy and provides an insight into 
the complexities of a modern econ- 
omy. The conflicting forces which 
operate within and without the coun- 
try and the difficulty of weighing their 
significance leave the layman with the 
feeling that economics is one field in 
which there are few well defined 
guideposts. Among other things, Mr. 
Fleming observed that during 1957 
the average annual earnings per paid 
worker rose by 4% although the in- 
crease in the gross national product 
was negligible and corporate profits 
declined by 11%. Our economic de- 
pendency on the United States was 
also referred to, and there is an un- 
avoidable impression that our internal 
fiscal and monetary policies can do 
little more than smooth out the peaks 
and troughs of our economic progress 
over which we have less control than 
we would like to have. 

Mr. Fleming forecasted budgetary 
revenues at $4,660 million and bud- 
getary expenditures at $5,300 million 
for a deficit of $640 million, without 
any changes in the tax laws. Con- 
fronted with such a large deficit and a 
less than buoyant economy, the Fi- 
nance Minister was not prepared to 
propose tax reductions in excess of $8 
million on the grounds that the prob- 
lems of a recession could not be re- 
solved by tax reductions alone. In 
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his opinion, the best prescription for 
our present economic slump requires 
three ingredients: the tax relief given 
last December, the program of pub- 
lic investment which has been under- 
way for several months, and income 
maintenance policies involving in- 
creases in old age pensions, veterans’ 
benefits, unemployment insurance, etc. 
which were also adopted late last 
year. In this connection, Mr. Flem- 
ing made the following observations: 


“The advocates of tax reductions ar- 
gue that by leaving more money in 
the hands of individuals, consumer 
spending will be stimulated and more 
savings will be available for produc- 
tive capital investment. But I believe 
experience has shown that while this 
may happen to some extent, unless 
other stimulating measures are taken, 
much of the tax saving to many tax- 
payers tends to lie idle. It is neither 
wholly spent nor put into produc- 
tive investment. 


“A program of public investment 
has the obvious advantage of provid- 
ing employment for idle or under- 
employed manpower and equipment. 
But it cannot be a complete answer. 
In a country as large and as eco- 
nomically diverse as Canada it takes 
time for some programs to exert 
their maximum benefit upon the un- 
der-employed resources of the second- 
ary industries and of many districts. 


“The third approach to the problem 
—the extension of income maintenance 
policies — has the essential value of 
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relieving hardship and somewhat 
equalizing the burdens of recession, 
but apart from maintaining a reason- 
able level of consumer spending, such 
measures make a limited positive con- 
tribution to the resumption of healthy 
economic expansion.” 


Although many taxpayers may be 
willing to concede that these state- 
ments seem entirely reasonable, they 
nevertheless create a feeling of frus- 
tration, if not despair. For if in pros- 
perous times tax reductions must be 
postponed because of their inflation- 
ary impact and if during recessions 
tax reductions should be postponed in 
favour of public works and security 
transfer payments, then many taxpay- 
ers may be inclined to draw the not 
illogical conclusion that tax reductions 
require a very uncommon balance of 
conflicting economic forces. How this 
can be brought about is anybody's 
guess but it would appear that a more 
widespread appreciation of Mr. Flem- 
ing’s remark that “. . . . increases in 
incomes can be justified by increased 
productivity and by increased pvyo- 
ductivity alone” would be a step in the 
right direction. Nevertheless, no mat- 
ter how many more goods and services 
are produced, if the nation’s demand 
for social security also increases at an 
equal or faster pace and the costs of 
national defence continue to climb, 
the tax-paying public may find itself 
on a fiscal treadmill for some years to 
come. It might have been expected 
or even hoped by some that a Con- 
servative Minister of Finance, con- 
fronted with a considerable deficit, 
would have expressed doubt as to how 
long “welfare state” expenditures 
could be allowed to increase, instead 
of endorsing them. 


Superficially, our post-war experi- 
ence would seem to suggest that a 
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very high level of taxation may be 
a permanent phenomenon in a pros- 
perous and socially conscious country. 
However, should the national output 
increase at a more rapid rate than 
government expenditures, it would 
seem reasonable to expect that tax 
rates could be reduced and still pro- 
vide the government with adequate 
revenue. It is to be hoped that this 
likelihood is not so far in the future 
as to preclude the possibility that 
many of our present taxpayers will be 
around to celebrate the occasion! 


* @®& #@ 


C.LosELY HELD CorPoRATIONS 


The necessity for tax planning in 
the day-to-day management of a com- 
pany hardly requires any emphasis. 
As soon as a corporation’s income 
reaches the level at which it is retain- 
ing only 53% of its earnings, it is to be 
expected that there will be an acute 
awareness of the need to minimize 
taxable income whenever possible. 
This should not be the only objective 
of tax planning, however, particularly 
in the case of a closely held corpora- 
tion. Although a corporation is al- 
ways a separate legal entity, when it 
is owned by one or a small group of 
persons it is important for the share- 
holders to realize that their investment 
is affected by considerations which 
usually do not influence an invest- 
ment in the shares of a widely held 
public company. 

Often an individual will incorpor- 
ate a private company and, by initia- 
tive and hard work, build up a suc- 
cessful business. In its early years, as 
the business is expanding, he may be 
satisfied to forego dividends and year 
after year plough back earnings until 
the company is financially secure and 
has a large balance of retained earn- 
ings, or undistributed income, as it is 
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officially referred to in the Income 
Tax Act. Once the business is well 
established and the principal share- 
holder is drawing an adequate salary, 
he frequently is content to have the 
company continue the accumulation 
of retained earnings due to the fact 
that, if they were paid out to him as 
dividends, a substantial portion of 
such dividends would be payable to 
the Receiver General of Canada. Un- 
fortunately, chances are the Receiver 
General will receive his share sooner 
or later and postponement of the evil 
day may only increase that share and 
create problems all too frequently ig- 
nored. 


With advancing years, the owner of 
a successful private company may 
find that it would be in his best in- 
terest to dispose of his company. If 
its fixed assets are undervalued and it 
has been earning an above average 
return on the capital invested in it, 
he may very well expect to be able to 
sell his shares for a price considerably 
in excess of their “book value” and 
realize a handsome capital gain. How- 
ever, as far as a prospective pur- 
chaser is concerned, it is seldom that 
he will pay as much for shares as he 
would for net assets. For one thing, 
if the price of the shares reflects an 
increase in the value of the assets, it 
will not benefit the purchaser since 
this increase in value will not be de- 
preciable. 


Difficult though it may be to resolve 
this conflict of interests, if the value 
of the shares does not contain a sub- 
stantial amount of undistributed in- 
come, a meeting of the minds between 
vendor and purchaser as to the price 
of the shares usually can be arranged 
without too much haggling. However, 
if there is a large undistributed in- 
come it aggravates the problem. For, 





to the extent that the price to be paid 
for the shares is represented by un- 
distributed income, a purchaser will 
be making a capital outlay which on 
liquidation will be taxed as income in 
his hands. If the purchaser is an in- 
dividual, it will be taxed at personal 
rates. If the purchaser is an ordinary 
Canadian corporation, and often only 
a corporation will have sufficient 
funds to acquire another successful 
company, the worth to it of the undis- 
tributed income may be even more 
questionable. This is so because the 
undistributed income on hand, in the 
company to be acquired, at the begin- 
ning of the year in which its shares 
are sold becomes “designated surplus” 
and if distributed as a dividend will 
be taxed at ordinary corporate rates 
in the hands of the receiving corpora- 
tion. Furthermore, if the balance is 
eventually received by _ individual 
shareholders it will be taxed again in 
their hands. 


It is apparent then that the exist- 
ence of a large earned surplus in a 
company may prove to be a serious 
problem when trying to negotiate a 
price for its shares, if the seller ex- 
pects to sell the company’s surplus for 
one hundred cents on the dollar. To 
avoid the problem posed by undis- 
tributed income and under-valued as- 
sets, a prospective purchaser will 
often seek to determine if it would be 
more advantageous to purchase the 
net assets of a company rather than 
its shares. Provided the amount of 
depreciation subject to recapture on 
the assets of the company to be ac- 
quired is not too substantial, it may 
well be that this will be the most 
sensible arrangement from the stand- 
point of a prospective purchaser. 
However, the owner of the private 
company is left with the problem of 
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the company’s undistributed income. 
Fortunately, it can be distributed 
without it suffering too severe a tax 
impact, if the distribution is carefully 
planned. 

For instance, the owner probably 
could arrange to liquidate the com- 
pany through an investment dealer. 
The procedure is for him to sell his 
shares to the investment dealer for a 
price which would take into account 
the 20% tax which the company would 
be required to pay on dividends paid 
out of its designated surplus, and the 
dealer’s fee for handling the transac- 
tion. As an alternative to this, the 
owner could liquidate the company 
over a period of years by having it 
pay dividends and elect to take ad- 
vantage of section 105 of the Income 
Tax Act. 


As far as a corporate purchaser is 
concerned the acquisition of control 
of a company with a large earned sur- 
plus is problem enough without hav- 
ing it taxed as ordinary income if re- 
ceived as a dividend. Occasionally, 
however, more by accident than de- 
sign, there will be a ready-made solu- 
tion to the designated surplus dilem- 
ma. This occurs where the shares of 
the company which is for sale are held 
by a personal corporation or an ordin- 
ary parent company without any re- 
tained earnings. In such a situation, 
the obvious tactic is to purchase the 
shares of the holding company instead 
of purchasing the shares of its sub- 
sidiary. It may be that, like children, 
companies should grow up with a par- 
ent in the background. 


Where the owner of a private com- 
pany builds up a successful business 
with the intention of leaving it to his 
heirs, the problems posed by the 
company’s earned surplus may very 
well be of even greater importance 
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than if he intended to sell the com- 
pany. On his death, the shares of 
the company will be included in his 
estate. The value ascribed to the 
shares for succession duty purposes 
probably will not take into account 
the fact that the earned surplus will 
be taxable on distribution and the sur- 
plus may be dealt with as if it were 
invested capital. In addition to this, 
as so often happens, the company may 
have to declare a large dividend to 
pay the succession duties. Where this 
is necessary, the personal taxes pay- 
able on the dividends are apt to be 
substantial. 


This problem has plagued a lot of 
estates and continues to imperil a 
great many more. Not infrequently, 
however, if recognized early enough, 
it can be solved quite satisfactorily. 
For instance, it is often possible to 
make good use of section 105 of the 
Income Tax Act and not just in re- 
spect of pre-1949 undistributed in- 
come. By systematically distributing 
dividends and electing to pay the 15% 
tax on an equivalent amount, in many 
cases it is possible to keep the earned 
surplus of a company within reason- 
able bounds. If need be, the funds 
received from a company in the form 
of dividends can be returned in the 
form of loans. 


However, rather than wait for the 
trustees of his estate to effect the 
transfer of his company to his heirs 
under the terms of his will, the owner 
may find it to his advantage to start 
doing it during his lifetime. There 
are quite a number of courses of ac- 
tion which may be open to him, only 
one of which we will describe at this 
time. 

Where the heirs of the owner of a 
company are employees, which term 
includes officers and directors, it is 
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possible for them to acquire a substan- 
tial interest in the company at a very 
modest cost to themselves by taking 
advantage of section 85A. All that is 
required is an agreement whereby the 
company agrees to issue shares of its 
common stock, apparently at any 
price, even if it is only nominal. The 
employee is deemed to receive a bene- 
fit equal to the difference between 
the value of the shares at the time he 
exercises the option and the price paid 
for the shares. 


The employee may either include 
the benefit in his income and have it 
taxed as ordinary income or he may 
make an election to have the benefit 
taxed at a special rate. The special 
rate is his average rate of tax for the 
preceding three years, less 20 percent- 
age points. The average rate of tax is 
determined by the ratio of total taxes 
(before credits for provincial and 
foreign taxes and dividends) to net 
income (income before personal 
exemptions, etc.). If the average 
rate is 19%, no tax will be payable and 
if it is 21%, the special tax is only 1%. 

The employee is specifically requir- 
ed to make an election before he can 
take advantage of this section and, 
while he may complete his tax return 
using its provisions, he should file a 
formal letter of election at the same 


time. 





From the above remarks it will be 
seen that in certain cases stock op- 
tions may be used to accomplish a 
twofold purpose. They can be used 
to transfer part of an estate to the 
heirs at no cost or very little cost in 
income taxes while at the same time 
saving succession duties. Secondly, 
the problem of accumulated surplus is 
less severe in that dividends will be 
distributed to a larger number of per- 
sons who will pay less taxes on such 
dividends. 

Attention is drawn to the fact that 
our remarks on stock options only 
touch upon one situation in which sec- 
tion 85A can be used to dilute an es- 
tate. The actual provisions of this 
section are quite broad and can be 
used to advantage in designing a stock 
purchase plan for employees to offer 
them a very worthwhile incentive. 

It will be readily seen that it is 
quite possible to reduce potential tax 
liabilities buried in earned surplus if 
adequate plans are made in time. The 
above remarks suggest only a few of 
the possibilities but they all require 
forethought and planning. The own- 
ers of all companies which are not 
widely held cannot afford to overlook 
the fact that plans should be made 
early to alleviate the problems caused 
by the sale of the company or death 
of a principal shareholder, one of 
which events must ultimately occur. 
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Admimstrative Accounting 


ACCOUNTING FOR PLANT STORES 


Methods specialists generally follow 
a ritual of asking such questions as 
“why, how, when, who, where”? The 
most fundamental of these questions 
is obviously “why”. Yet it is the one 
question that systems experts often 
fail to pursue adequately. 

A good example of this failure is in 
the field of inventory accounting. Most 
of us have been brought up with per- 
petual inventory records. Much effort 
and even ingenuity have been di- 
rected at determining the most effi- 
cient ways of recording a mass of de- 
tails on perhaps thousands of in- 
ventory cards. The question “Is all 
the information necessary”? is seldom 
asked seriously. What purpose does 
it serve to have receipts and issues 
posted in minute detail? Is the pur- 
pose worth the cost? 

In the case of plant mill supplies, 
maintenance stores and other low- 
priced inventories, it can be seriously 
debated whether detailed inventory 
records are in fact worth the cost. At 
an industrial plant there are hundreds, 
or even thousands, of these low-priced 
articles each normally accorded the 
dignity of a separate ledger card. 
While a relatively very large amount 
of effort is directed to recording and 
controlling these mill and mainten- 
ance supplies, such materials normal- 
ly account for a small proportion of 
the total value of inventories on hand. 
Studies have shown that as high as 
70% of the clerical effort in the stores 
and material control offices at some 
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industrial plants goes to look after 
less than 15% of the total cost of plant 
inventories. Much more time is re- 
quired to handle plant stores in the 
orthodox manner than is expended, for 
example, on raw materials and spare 
parts where there is probably real 
money invested. 


What can be done about this prob- 
lem? Instead of mechanizing or other- 
wise trying to speed up the processing 
of stores data, should we not attempt 
to eliminate or at least drastically re- 
duce such processing? 


For the purposes of this study let us 
define stores as the mass of lower- 
priced, usually fast-moving articles 
stocked at the average works, such as 
nuts, bolts, nails, electrical supplies, 
pipes, fittings, valves, cleaning ma- 
terials, safety equipment and metal 
stock. At larger works we might add 
paints, lumber and insulating ma- 
terials. The problem is to simplify as 
much as possible the accounting for 
these materials which may easily con- 
sist of thousands of items but amount 
in total to a relatively small sum of 
money. 

One obvious answer which may 
well be workable at a small plant is to 
charge all purchases of such materials 
directly to costs. If we are worried 
about a distortion of inventory values 
this can usually be met by carrying 
forward as a constant figure the total 
value of these stores at the time of 
adoption of the new procedure. Peri- 
odically, say twice a year, this figure 
can be adjusted to an actual count. 
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Since there will be no detailed re- 
cords, no time will be consumed in 
reconciling individual items of the 
count. 


One might ask what about the 
matter of control? The materials can 
still be kept under lock and key and 
issued only to authorized individuals. 
At a small plant everything is quite 
closely under the scrutiny and control 
of the works manager. The manager 
is aware of current demands for main- 
tenance supplies and probably ap- 
proves all purchase orders. As for 
pilferage, the gate will still be guard- 
ed, and there is little evidence that 
detailed store records actually dimin- 
ish the incidence of petty thefts. In 
any case, the cost of controls must be 
weighed against the cost of probable 
losses which the controls are designed 
to prevent. For example, from the 
viewpoint of possible loss it would be 
impossible to justify having, say, five 
people account for a stores movement 
of $50,000 a year. Yet such a staff can 
easily be engaged in posting and re- 
conciling detailed perpetual inventory 
cards if there are thousands of items. 

For a larger works, a system more 
refined than simply charging pur- 
chases to operations may be needed. 
The following approach which in- 
volves a bare minimum of accounting 
has been found to be highly workable 
in practice. 

The stores are divided into a few 
broad classes such as: 


Hardware and safety supplies 
Lumber and insulating materials 
Paints 

Metal stock 

Electrical supplies 

Pipes, valves, fittings, etc. 


@ GU OO PO 


Accounts are set up in the works 
ledger showing the opening inven- 


tories (at date of adoption of this 
system) in each class and so far as 
possible the stores are physically seg- 
regated by these classes. Detailed 
ledger cards accounting for the stores 
by individual items are forthwith dis- 
carded. What, if anything, do we 
have in their place? 

In the physical stores area a card is 
attached to each bin for each item of 
stores. When incoming material is de- 
posited in the bin the stock clerk posts 
on the bin card the quantity and unit 
price of the shipment received. When 
material is issued, no entry is made on 
the bin card. Requisitions, however, 
are still required for each issue and 
at the time of fulfilling each requisi- 
tion the stock clerk notes on the re- 
quisition the latest unit price shown 
on the bin card. Filled requisition 
forms are kept in the stock room in 
piles by classes and periodically sent 
to the stores office. 


In the stores office the requisitions 
are extended (using the price entered 
by the physical stock clerk) and 
credited in total to the appropriate 
class account. For the offsetting 
charge to expense the requisitions are 
resorted and summarized by cost ac- 
counts. Similarly, invoices for incom- 
ing material are sorted by and posted 
to the appropriate stores class account. 
The five or six class accounts there- 
fore give a summary record of the 
cost only of receipts, issues and 
balance on hand. 


Physical inventories of the stores are 
taken periodically, say, one class each 
month. Inventory sheets for a class are 
typed up in advance with the names 
of the items and latest prices taken 
from the bin cards. When the count 
of a class has been completed the 
stores office extends and totals the in- 
ventory sheets. The total count value 
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will, of course, differ from the balance 
in the ledger account for that class. 
The difference is reported to the 
works manager and automatically 
written off. No reconciliation is pos- 
sible, but consistently large differences 
would call into question the efficiency 
of the stores supervisor and his staff. 
In practice, differences under this sys- 
tem have been found to be surprising- 
ly insignificant. The key to any good 
stores control is not in accounting but 
in having a good supervisor in charge. 


When the actual counts are being 
made quantities on hand and date are 
noted in an allotted space on the bin 
cards. With this information and the 
figures for quantities received pre- 
viously noted on the card it is possible 
to calculate quickly the rate of turn- 
over. From this, the stores supervisor 
or some other trained employee can 
estimate amounts for maximum and 
minimum stock. This information is 
also noted on the bin card and re- 
vised each time an actual count of the 
class is taken. 


How is it known when the min- 
imum stock has been reached and a 
new order should be placed? By 
visual inspection. To facilitate telling 
at a glance when re-ordering is need- 
ed, a number of schemes are possible. 
The minimum stock items can be seg- 
regated by a compartment within the 
bin, by using coloured lines, by card- 
board dividers etc. When a stock 
clerk sees that re-ordering is neces- 
sary, he simply withdraws the bin 
card and sends it into the stores office. 
A red card underneath the bin card 
is left on the bin to signify that the 
stock clerk has started the ball rolling. 
The bin card should have a complete 
description of the stores item and 
may, perhaps, have a supplier’s code. 
Since the quantity to be ordered 
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should be the difference between 
maximum and minimum stock the 
typing of the purchase order can be 
done automatically and quickly from 
the bin card. The purchase order 
number is inserted on the bin card 
which is returned to the stock room. 


One big job common to both this 
and the perpetual inventory system is 
the distribution of requisitions by 
cost codes. At large plants where all 
maintenance costs are accumulated by 
work orders this distribution can be 
particularly onerous. Here again a 
valuable short cut is possible. Studies 
at some plants have indicated that re- 
quisitions for amounts under $2 ac- 
count for about 75% of the pieces of 
paper but only about 10% of the value 
of stores issued. Where this is the 
case, requisitions under $2 (or some 
other appropriate figure) can be safe- 
ly eliminated from the cost distribu- 
tion and charged in total to an over- 
head account. Seventy-five per cent 
of the distribution job is thereby 
eliminated. 

The techniques outlined above 
normally result in a drastic reduction 
in clerical effort. Perhaps the most 
important problems in stores adminis- 
tration are those associated with re- 
ordering, maintaining minimum stocks 
and setting realistic maximums. In 
this sphere the system described for a 
larger plant has proved quite as 
efficient in practice as the perpetual 
inventory method. It involves a slight 
upgrading in the status of the physical 
stock clerks and gives the stores 
supervisor more freedom for active 
supervision in this area. This is un- 
doubtedly beneficial since the efficien- 
cy and elimination of waste or loss in 
any stores depend more on what hap- 
pens in the stock room than in the 
stores office. Differences between act- 
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ual costs and class control accounts 
are usually small. No detailed recon- 
ciliation is possible and the time 
usually consumed in this activity can 
be put to more fruitful purposes. It 
may appear anomalous to price both 
stores issues and inventory counts at 
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the latest unit purchase prices. While 
the only defence is simplicity, the 
turnover of stores is usually fast and 
the change in prices relatively slow. 
Any distortion, therefore, of costs or 
inventory values will generally be 
insignificant. 





Budgeting as an Effective Aid to Management 


BUDGETING Is now recognized as one of the most effective aids to manage- 
ment. It is particularly effective when viewed as a basis for control over 
all phases of the operations of the business as well as a guide to future 
action. The design and operation of the budget requires the adoption of 
sound principles of (1) organization and utilization of personnel, (2) opera- 
tional controls and (3) management reporting, to integrate and coordinate 
the efforts of practically every section of the business toward the attainment 
of overall management objectives. Today’s concept of management embraces 
every level and area of authority in the company responsible for carrying out 
some part of the company’s program. This includes not only the top execu- 
tive group, but the successive levels of authority in sales, production, general 
administration and, in fact, any area of company operation where effective 
planning and control are required. A soundly conceived plan of budgetary 
control provides greater opportunities for the extension of the usefulness of 
the accounting function to all these levels. 

A successful budget system must be based on a sound plan of organi- 
zation in which each department and administrative group must understand 
*he objectives of its particular activity and its relationship to the objectives 
of the company as a whole. Departmental relationships, lines of responsi- 
bility, and spheres of authority must be clearly defined and logically assigned. 
Fixing responsibility of specific individuals for efficient performance in ac- 
cordance with the established plans is a fundamental concept of budgetary 
control. However, if specific individuals are to be held responsible for per- 
formance, they must know precisely what they are responsible for, and to 
whom. They must be vested with necessary authority, and clear-cut policies 
and procedures must be established to enable those accountable for perform- 
ance to function properly. Failure to do this will cause departmental activi- 
ties to get out of focus with overall company objectives and result in dupli- 
cation or waste of effort. 

The accountant’s function is principally that of consulting with depart- 
ment heads in the course of preparing the budget, supplying them with es- 
sential data, coordinating departmental plans, integrating them with company- 
wide objectives and presenting the complete budget to top management 
for approval. 

— “Budgeting and the Corresponding Modernization 
of Accounting” by Joseph Pelej, C.P.A. The 
Journal of Accountancy, June 1958. 
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Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“ACCOUNTING FOR A MUNICIPALLY 

Ownep Transit System,” by John L. 

Williams. Municipal Finance, May 

1958, pp. 186-140. 

The current complexities of public 
transit financing emphasize the need 
for good records in a transit system. 
This article reviews the accounting 
procedures of the Phoenix, Arizona, 
public transit accounting system and 
includes brief historical references to 
stress the importance of good ac- 
counting and reporting. 

AUDITING 

“Tue NATURE AND RELIABILITY OF 

Avupir Evmence,” by R. K. Mautz. 

The Journal of Accountancy, May 

1958, pp. 40-47. 

How does an auditor know when 
he has acquired “sufficient evidential 
matter? How does one judge the 
“competence” of evidential matter? 
What is “evidential matter?” Do the 
various methods of acquiring evi- 
dence all provide evidence of equal 
validity? 

After exploring these questions, 
Professor Mautz summarizes his ideas 
on the subject as follows: 

1. Audit evidence includes any fact- 
ual matter available to an auditor 
from which he may know or infer 
the relative truth or falsity of the 
assertions in financial statements. 


2. Competent evidential matter in- 
cludes: 


169 


BY PETER C. BRIANT, M.B.A., C.A. 


a) 


b) 





Real evidence — actual exam- 
ination by the auditor of the 
thing in question — which is 
obtained by physical examina- 
tion and count, recomputation, 
and retracing bookkeeping pro- 
cedures. 

Testimonial evidence — oral or 
written statements by people — 
which is obtained by oral in- 
quiry and written confirma- 
tion. 


c) Indirect evidence, ie. docu- 


ments, books and_ records, 
actions and events, and any 
other fact that the auditor uses 
in forming an opinion on finan- 
cial statements. This evidence 
is provided by examination of 
authoritative documents, scan- 
ning, examination of subsidiary 
records, and correlation with 
related information. 


8. The principal problems in deal- 
ing with audit evidence include: 


a) 


b) 


Obtaining sufficient competent 
evidential matter to afford a 
reasonable basis for an opin- 
ion. 

Screening and evaluating evi- 
dence. This includes the ques- 
tion of pertinence to the issue 
at hand, possibility of misinter- 
pretation, and degree of con- 
clusiveness for all types of 
audit evidence and certain 
other questions of reliability 
relating to sub-classes of audit 
evidence. 
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c) Reasoning from available evi- 
dence on the questions at 
issue. This is a simple matter 
if evidence on the issue is con- 
clusive but a more difficult 
matter if the available evi- 
dence is inconclusive or judged 
unreliable. 

4. Because of the great danger of 
drawing unwarranted inferences 
from audit evidence, the auditor 
must be extremely careful in his 
use of all evidence; his conclusions 
on every financial statement as- 
sertion should be related directly 
to the specific evidence on which 
it rests. 

5. In the absence of conclusive evi- 
dence on any given issue, an aud- 
itor must rely on the most con- 
clusive evidence available. When 
evidence sufficiently conclusive to 
support a judgment is not avail- 
able, the auditor should refrain 
from making a judgment. 

6. Because he alone collects, screens, 
evaluates, and uses evidential 
matter to determine the validity 
of assertions in the financial state- 
ments, the auditor must exercise 
special diligence in discharging 
his responsibility. 


FINANCE 
“SOME ASPECTS OF THE PLANNING AND 
Controt OF CaprrAL EXPENDITURE,” 
by C. H. Brock. Cost and Manage- 
ment, May 1958, pp. 183-192 

In this article, the eight basic 
phases of a planning and control pro- 
gram are discussed, and the author 
states what, in his opinion, are the 
principles on which any sound sys- 
tem for the control of capital ex- 
penditure planning should be based: 
1. There should exist a long-term 

capital development plan towards 


which individual projects and 
short-term budgets must contrib- 
ute, or with which they must be 
consistent. 

2. Correct capital expenditure deci- 
sions and accurate control depend 
upon reliable pre-appraisal of 
of project cost and profitability 
which must take into account all 
financial aspects of the project, 
however they may be treated in 
the company’s books. The record- 
ing of actual expenditure during 
construction, or post-completion 
studies, can never retrieve mis- 
takes resulting from inadequate 
project preparation or of fallacious 
profitability measurement systems. 


3. Capital expenditure control sys- 
tems must be designed so that 
they will assist and not handicap 
management. They must concen- 
trate management attention to the 
significant away from the unim- 
portant and they must be cap- 
able of operation without the em- 
ployment of a vast accounting 
staff. 


PROFESSIONAL 

“CHALLENGE TO PuBLIC ACCOUNTING” 
by Leonard Spacek. Harvard Busi- 
ness Review, May-June 1958, pp. 115- 
124. 

This is a stirring challenge to the 
accounting profession in the United 
States to lean less on tradition for its 
authority and more on principles that 
are soundly related to current eco- 
nomic conditions. All economic 
groups, argues Leonard Spacek, must 
have an independent professional 
body to establish the accounting 
principles by which profits used in 
price and wage negotiation are deter- 
mined. These groups may argue as to 
how the profits are to be distributed, 
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he writes, but what the profits are 
should not be subject to controversy. 

Rejecting rigid regulation by a gov- 
ernment agency, Mr. Spacek calls for 
the development of flexible standards 
for reporting costs and income so that 
uniform standards may be applied to 
all corporations in comparable condi- 
tions. Until objective standards of ac- 
counting are established, adopted by 
the profession, and explained to the 
public there will continue to be need- 
less inconsistencies in financial report- 
ing, warns the author, and corporate 
reports will continue to be suspect to 
all. We cannot risk public dissatisfac- 
tion, Mr. Spacek urges; for, when 
aroused, the public does extreme 
things, and becomes the dupe of 
those who would make men in gov- 
ernment the sole arbiters. 


Mr. Spacek lauds the action of the 
president of the American Institute 
of Certified Public Accountants 
(A.L.C.P.A.), who recently recom- 
mended the creation of a new re- 
search organization within that In- 
stitute to examine basic accounting 
assumptions and to develop authori- 
tative statements of accounting prin- 
ciples, which, if approved by the 
Council of the Institute, would be 
considered binding on its members. 
This, in Mr. Spacek’s view, may 
prove to be the first step by which the 
profession will meet its responsibil- 
ities to the public. 


In this last respect, Mr. Spacek is 
not absolutely correct. It has always 
seemed to this reviewer that one of the 
strengths of the accounting profession 
in the United States has stemmed 
from the fact that while the A.I.C.P.A. 
has concerned itself with codifying 
current practice, the American Ac- 
counting Association (A.A.A.) has 
been actively engaged in the develop- 
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ment of accounting principles on an 
a priori basis, a task for which, by 
virtue of its close ties with the uni- 
versities, the A.A.A. is particularly 
well equipped. Admittedly, its “State- 
ments” have been few in number and 
have not received the attention from 
accounting practitioners that they 
deserve. But they do represent an 
early attempt “to examine basic ac- 
counting assumptions and to develop 
authoritative accounting principles for 
the guidance of industry and the 
accounting profession. . . .” Now that 
the A.IL.C.P.A. is entering into the 
field of the theorist, the interplay of 
ideas between the two groups may 
not be as lively as heretofore. 


TAXATION 

“DouBLE TAXATION OF CORPORATE 
Earnincs.” The Controller, June 
1958, pp. 280-281. 

The Controller reports on a study 
of double taxation of corporate earn- 
ings conducted by Dr. Daniel M. 
Holland of the National Bureau of 
Economic Research. The purpose of 
the study is to show how heavy the 
alleged overtaxation or undertaxation 
is, what factors determine its size, 
and how it affects federal tax rev- 
enues in the years studied. 

In his investigation, the author con- 
siders both distributed earnings and 
retained earnings as income allocable 
to the individual stockholder. Thus, 
both corporate and personal income 
taxes are treated as a stockholder’s 
federal income tax liability. The 
combined tax is then compared with 
what the stockholder would pay if 
the rate schedule applicable to per- 
sonal income were the only tax ap- 
plied to this segment of his income. 
An excess of the actual tax paid over 


the liability in the hypothetical case 
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indicates that the stockholder is 

being overtaxed. 

The following major conclusions of 
the study are reported: 

1. Taxes paid by stockholders on 
earnings for distribution as divi- 
dends are substantially heavier 
than if computed according to 
personal income tax rates, but the 
extra burden is less severe at 
higher-income levels than at lower- 
income levels. 

2. On retained earnings, the same 
general pattern follows, but the 
extra burden is less at all income 
levels. In top-income brackets 
there is marked undertaxation, 
mainly because the corporate in- 
come tax rate is less than the per- 
sonal income tax rate in these 
brackets. 

8. When both sets of earnings are 
combined as net corporate earn- 
ings, the extra tax differential 
again declines as stockholders are 
overtaxed when the component is 
analyzed, but wealthier stockhold- 
ers are undertaxed by the present 
tax system. 


BOOK REVIEWS 


Cases and Materials on Income Tax, 
John G. MacDonald; Butterworth & 
Co. (Canada) Ltd., 1957; 695 pages; 
$18.50 

The indefatigable John G. Mac- 
Donald has added this case book to 
his many important contributions to 
public knowledge in the field of Can- 
adian income tax. From his experi- 
ence both as a practising lawyer and 
a lecturer in taxation, he has selected, 
classified, arranged and reproduced 
the principal cases within the con- 
fines of a single volume. 
The author states in his preface 











that, as this is primarily a student’s 
book, it includes a few cases which 
have been reversed on appeal to a 
higher court so as to teach the stu- 
dent to approach his reading with a 
critical and enquiring mind and to 
consider carefully the reasoning that 
leads a judge to his decision before 
accepting it. 

Except for the discussion notes at 
the conclusion of each chapter, most 
of the author’s comments have been 
extracted from the service edited by 
him under the title of “Canadian In- 
come Tax”. In addition to the cases, 
many articles by other writers have 
been reproduced, including one writ- 
ten by this reviewer, who thus must 
confess that technically he is not in 
a position to express an independent 
opinion. 

This book will be a very useful 
addition to the library of the practis- 
ing accountant, notwithstanding that 
he already may have all the Can- 
adian cases, as it includes many 
United Kingdom and Commonwealth 
judgments of importance in Canada 
not ordinarily available to him. 


L. J. Smorn, F.C.A., 
\ Toronto, Ontario 
S 


mpling Techniques in Accounting, 
by Robert M. Trueblood and Richard 
M. Cyert; Prentice Hall, New York, 
pp xii, 211; $7.50 

The application of statistical tech- 
niques to accounting and auditing is 
a subject which has been receiving 
a good deal of attention in certain 
quarters recently. However, it is 
probably fair to say that the great 
majority of accountants and auditors 
have done very little exploring in this 
area of their subject; this is not sur- 
prising in view of the apparent dif- 
ficulty of the terrain and the lack of 
experienced guides. The situation 
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should now be improved by this pub- 
lication, which might very well be 
termed a guide book on this subject, 
particularly since the authors have 
avoided cluttering the book with 
mathematical symbols and jargon. 

The authors are eminently well 
qualified to write the book: Mr. True- 
blood is a partner in the Pittsburgh 
office of Touche, Niven, Bailey and 
Smart and is chairman of a Com- 
mittee of the American Institute of 
Certified Public Accountants set up 
to study the use of statistical meth- 
ods by public accountants; Mr. Cyert 
is a Professor of Economics and a 
member of the American Statistical 
Association. The authors are both 
members of a small group of Pitts- 
burgh statisticians and accountants 
who have been conducting research 
on the application of statistics to ac- 
counting and auditing for the past 
three or four years. 

The book is divided into three sec- 
tions. The first gives a general non- 
technical review of statistical con- 
cepts, illustrated by data drawn from 
a sampling experiment with 59 ac- 
counts receivable ledgers. The second 
discusses the extent to which statis- 
tical methods are currently being ap- 
plied in auditing practice and ac- 
counting and management control, 
sizes up the long-range prospects and 
suggests immediate courses of action. 
The third consists of nine case studies 
of statistical methods. 

Epwarp Stamp, M.A., C.A., 
Toronto, Ontario 


The Bank Audit, Bruce Marshall; 
Longmans, Green & Co., Toronto; 
384 pages; $3.75 

In literature, up to the present 
time, the chartered accountant has 
been rather neglected. When he does 
appear in a novel he is quite fre- 
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quently cast as a sinister character 
or, if he is on the side of the angels, 
is inclined to be dull and depend- 
able rather than dashing. Bruce 
Marshall, in his book “The Bank 
Audit”, does much to redress this bal- 
ance by creating not only a large 
cast of chartered accountants but also 
a plot which draws its main interest 
and suspense from the description of 
accounting practices. 


Having reason to believe that a 
fraud is being successfully perpe- 
trated on the Paris branch of an 
Anglo-French banking house, the 
auditors, a London firm of chartered 
accountants, alert their Paris staff to 
track it down. It is 1933, the depths 
of the depression in France and the 
staff of Messrs. Cloudridge, Parkin- 
son, Talisman, Steeple & Co. have all 
taken salary cuts. Each man is anx- 
ious to be the one who discovers the 
fraud and thereby gains financial re- 
ward and possibly promotion. How 
the search sets them against one 
another and affects them all in their 
private and business lives makes a 
fascinating and intricate story. 


Bruce Marshall was himself a char- 
tered accountant and, at one time, 
worked in Paris. He manages to 
make the complicated business of ac- 
countancy a vital and interesting part 
of his story, building up the suspense 
until the eventual discovery of the 
fraud. This accurate, technical back- 
ground is so expertly drawn that, 
while it makes the book of special 
interest to accountants, it is just as 
engrossing to other readers as well. 
The characters are a varied lot and 
thoroughly believable, and Mr. 
Marshall draws a lively and some- 
times raffish picture of life in Paris 
on a small income. 

R. E. 














BY J. E. SMYTH, F.C.A. 
Students Department  cuceis Uriverty 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and re- 
flect the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM 1 


Final Examination, October 1957 
Auditing I, Question 1 (14 marks) 
There are two types of events or transactions subsequent to the fiscal year 
end which require disclosure in the financial statements under review: 
(i) Those that directly affect the accounts and financial statements of 
the client. 
(ii) Those that do not affect the accounts directly but have to be con- 
sidered in the interpretation of the financial statements. 


Required: 

(4 marks) (a) What would be a normal disclosure in the financial state- 
ments of the two types of subsequent events described 
above? 

(10 marks) (b) List the procedures which CA should carry out in order to 
determine whether subsequent happenings have been prop- 
erly reflected in the financial statements. 


A SOLUTION 


(a) Normal disclosure of subsequent events 
If the events are of material significance and directly affect the accounts, 
the actual figures appearing in the financial statements should be adjusted. 
If the events do not affect the accounts directly but are significant 
enough to merit consideration in interpreting the financial statements, they 
should be disclosed by means of notes to the financial statements. 


(b) Audit procedures to determine whether subsequent happenings have been 
properly reflected in the financial statements 
(1) Examine outstanding cheques and compare them with the cheque 
register to determine that the cheques were properly recorded and that 
none have been cancelled after the balance sheet date. 
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(2) Examine the larger cheques issued and cashed subsequent to the bal- 
ance sheet date to determine that all liabilities of the previous period 
have been disclosed. 

(3) Confirm accounts receivable balances and follow up any queries and 
payments to determine the collectibility of the accounts receivable 
shown on the balance sheet. 

(4) Follow up contracts in progress at the balance sheet date to determine 
that the full liability for work completed at that date and the total com- 
mitment for the balance of the contract have been recorded or noted. 

(5) Examine new contracts and purchase invoices subsequent to the bal- 
ance sheet date to determine current market prices of the raw materials 
inventory. 

(6) Compare inventory cost as reported on the balance sheet with current 
selling prices for the company’s products to determine whether its 
normal rate of gross margin on sales will be maintained. 

(7) Examine credit notes and receiving reports to determine that any sig- 
nificant subsequent returns which represent reversal of the sales of the 
previous period are properly recorded as such. 

(8) Review the minutes of directors’ meetings. 

(9) Examine contracts and agreements entered into by the company in- 
cluding any signed after the balance sheet date. 

(10) Review any interim financial statements or reports prepared for man- 
agement which relate to the period after the balance sheet date. 

(11) Discuss with management the subject of unusual or extraordinary hap- 
penings in the period after the balance sheet date. 

(12) Re-examine market values of securities, materials, prices and foreign 
exchange rates in the period immediately after the balance sheet date 
and before the issue of the financial statements. 

(18) Scrutinize the records for significant transactions recorded after the 
balance sheet date. 

(14) Scrutinize capital expenditures made subsequent to the balance sheet 
date to disclose any extraordinary commitments which may have been 
made at that date. 

(15) Check insurance policy cancellations subsequent to year end and other 
items which may affect prepaid expenses reported on the balance sheet. 

(16) Examine income tax assessment notices. 

(17) Scrutinize correspondence files. 

(18) In the case of work in progress of a contractor, examine completed 
correspondence files to ascertain that all losses incurred subsequent to 
the year end have been provided for. 


Editor’s Comments 
Bulletin No. 14 of the C.I.C.A. Committee on Accounting and Auditing Research 
includes the following recommendation among its “General Comments”: 
“Because financial statements are generally issued some time after the close of the 
financial year, consideration should be given to the disclosure of any events subse- 
quent to the date of the statements which may have a material effect on the financial 
position of the company or on its future prospects.” 











PROBLEM 2 
Final Examination, October 1957 
Accounting II, Question 6 (20 marks) 

As at December 31, 1956 the balance sheet of H Co. Ltd. showed the 

following item among the assets: 
Investment in and advances to associated companies — $805,000 

In preparing the consolidated financial statements for inclusion in the 
annual report of H Co. Ltd. for the 1956 fiscal year, CA, the shareholders’ 
auditor, finds that: 


(4) The investment in and advances to associated companies is made up of the 


following, recorded at cost: 
Common shares of S Co. Ltd., purchased January 1, 1955 — 


MOORE TD, Sec ici fodveen ny ais nites Boece DE cbs ela antonenls $260,000 
Common shares of Y Co. Ltd., purchased January 1, 1956 — 

RI eee Be ag is Rays a's 2 ci yh 100,000 

Bonds of S Co. Ltd., purchased January 1, 1956, par value 

SDE MRPIEN EN ie tC Eo Sica ccd gic > os ehh ay ads Sok 240,000 

Advances and current accounts: S Co. Ltd. ........................ 20,000 

MSD MOR Se cos il tse ew otace tae oe 85,000 

WES Re AA Cite ee 100,000 

$805,000 


(#) On January 1, 1956, S Co. Ltd. purchased 2,000 shares of T Co. Ltd. for 
$290,000. 

(iii) The capital stock of each of the companies has remained unchanged since 1950 
and consists of the following: 


H Co. S Co. T Co. Y Co. 
Ltd. Ltd. Ltd. Ltd. 
5% preferred of a par value of 
CS Soe ree $250,000 $150,000 — ~ 
Common of a par value of 
Bio Man rs he aie see 500,000 800,000 $240,000 $350,000 
(iv) The surplus accounts for each of the companies for the last two years showed 
the following details: 
H Co. S Co. T Co. Y Co. 
Ltd. Ltd. Ltd. Ltd. 
Balance January 1, 1955 ........... $526,750 $100,000 $73,000 $ 44,000 
Add: Dividends received ........... 24,000 _ ~ = 
i gs, i 100,000 150,000 14,000 5,000 





$650,750 $250,000 $ 87,000 $ 49,000 


Less: Fixed assets adjustment 


(see (v) below) .......... _ $ 50,000 _ - 
Dividends paid: preferred ..... $ 12,500 7,500 ~ o 
common ..... _ 30,000 $ 12,000 $ 17,500 











$ 87,500 $ 12,000 $ 17,500 
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Surplus December 31, 1955 ........ 

Add: Dividends received .......... 

POE ee OR ok ose oes 
Transfer of balance of reserve 

for contengencies .......... 


Less: Amortization of bond discount . . 
Dividends paid: preferred .... 
common 


Surplus December 31, 1956 ......... 


$813,500 





$ 12,500 





S Co. 
Ltd. 
$162,500 
10,000 
123,000 


$295,500 
$ 2,000 
7,500 
30,000 





$256,000 


T Co. 
Ltd. 
$ 75,000 


42,000 


15,000 





$132,000 


$ 12,000 


$120,000 














$ 17,500 


$ 44,000 


(v) The balance in the surplus account of S Co. Ltd. as at January 1, 1955, as set 


out above, was made up of: 


AU MIEIUGR ces oot el ea ees Mab weles 
ne TENIONE, 5-005.) 96-55 25 a8 eT eee 


Premium on issue of preferred shares 

(vi) The item “Fixed assets adjustment”, reflected in S Co. Ltd. surplus account, 

represents the reversal on January 31, 1955 of the balance of the appraisal 

surplus. The directors decided to adjust the value of the fixed assets to a cost 
basis of December 31, 1954 so as to agree with the tax department records. 

(vit) The item “Amortization of bond discount”, reflected in S Co. Ltd. surplus ac- 

count, represents the annual write-off of the discount of $20,000 arising from 


the issue of $500,000 10-year bonds on January 1, 1956. 


(viii) The item “Transfer of balance of reserve for contingencies”, reflected in T Co. 
Ltd. surplus account, represents the reversal on December 31, 1956 of a reserve 
set up on December 31, 1954, which was no longer required. 

(ix) During 1956, T Co. Ltd. commenced the manufacture of a product used by H 
Co. Ltd. in its production, and sales to H Co. Ltd. amounted to $125,000 during 
the year. These were sold at T Co. Ltd.’s regular mark-up of 25% over cost. As 
at December 31, 1956, H Co. Ltd.’s inventory included $20,000 of this item 
valued at cost to H Co. Ltd. An additional $5,000 worth had been received 
by H Co. Ltd. prior to the year end but was excluded from inventory as the 


invoice had been overlooked and not entered on the books. 


(x) During 1956, S Co. Ltd. purchased a machine for $20,000 which it subsequently 
sold to H Co. Ltd. for $24,000. Because of the nature of the transaction, the 
profit on the sale was applied by S Co. Ltd. as a reduction of cost of goods 
sold. Depreciation thereon, in the amount of $2,400, was included by H Co. 


Ltd. in cost of goods sold. 
Required: 


Your calculation of the following balances which will be included in the 
consolidated balance sheet as at December 31, 1956: 


(a) Earned surplus. 
(b) Minority interest. 


(c) Goodwill or negative goodwill on consolidation. 
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A SOLUTION 


BALANCES INCLUDED IN CONSOLIDATED BALANCE SHEET OF H Co. Lt. 
as at December 31, 1956 












































(a) Surplus on consolidation 
Surplus of H Co. Ltd. 
Ser NINN NONE ES yr ere che con ns ilo asi s,'s Gist Gs BOG Saag ee els lata $801,000 
Surplus of S Co. Ltd. 
SMS ENE RE Pe cer wc aig gin evs cia sos Seles $256,000 
Add share of S Co. Ltd. in increase in surplus 
of T Co. Ltd. since acquisition: 
Surplus of T Co. Ltd. per balance sheet .......... $120,000 


Less 
Interest in surplus of T. Co. Ltd acquired 
by S. Co. Ltd. Jan. 1, 1956: 
5/6 of ($75,000 + $15,000) = ...... $75,000 
Minority interest in T Co. Ltd. 
as at Dec. 31, 1956: 
Poe Sl | ee .. 20,000 


95,000 





25,000 


Conscmanted surplus S Co. Tid... .... 05 5. ces ceceness 281,000 
Deduct j 
Interest in surplus of § Co. Ltd. acquired ; 
by H Co. Ltd. Jan. 1, 1955: 
4/5 of ($100,000 — $50,000) ................ 40,000 
Minority interest in consolidated surplus 
of S Co. Ltd. as at Dec. 31, 1956: 
ss capes 56,200 f 


Share of H Co. Ltd. in increase in surplus 
(consolidated) of S Co. Ltd. since acquisition .................... 184,800 ' 


Adjustments 
Add back portion of amortization of discount on bonds payable 


of S Co. Ltd. which applies to inter-company holdings: 
ee Rs oi ale OE Ae ee in ik aie 1,000 


Deduct intercompany profit in inventories: 
4/5 of 5/6 of 20% of ($20,000 + $5,000) ............... 3,333 
Inter-company profit in sale of fixed assets: 
DM RMD oe fo Sau ns hee noe does 8,200 
Less portion of elimination realized 
to date-in depreciation ...........5.....4;- 320 


6,213 
Consolidated surplus H Co. Ltd. at Dec. 31, 1956 .................. $980,587 






ERENT RTS ROIs, meen ment emer mewn 
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Note: Because the investment in Y Co. Ltd. is only 30%, it would be shown on the 
consolidated balance sheet of H Co. Ltd. as an investment in an associated company. 
Similarly, the advance to Y Co. Ltd. would be shown as an advance to an associated 
company. 


(b) Minority interest 











In S Co Ltd. 
TEN ORR 2h cic ctor ares 4a Rly aes ee Saw ae. ee get $150,000 
Common stock — 1/5 of $300,000 ...................... 60,000 
Consolidated surplus 
Surplus per books — ...... 1/5 of $256,000 = $51,200 
Share of undistributed profit of T Co. Ltd. since 
acquisition: 1/5 of 5/6 of ($42,000—$12,000) = 5,000 
56,200 
$266,200 
In T Co. Ltd. 
Common stock — 1/6 of $240,000 ...................... 40,000 
Surplus — 1/6 of $120,000 .... 20.00... ce ccc enone 20,000 
60,000 
TURE LURAY IRON S55 Aled Heide da dk Wad on sdie ur duaeeeanekaees $326,200 
(c) Goodwill on consolidation 
Investment by H Co. Ltd. in S. Co. Ltd. Jan. 1, 1955 
Common stock — 4/5 of $300,000 ...................... $240,000 
Surplus — 4/5 of ($100,000 — $50,000) ................ 40,000 
Equity acquired per books of S Co. Ltd. ................ 280,000 
SO ei" i i a re 2 eee ae ene eT! 260,000 
PRRRR INE ARTRCEEINEN rs 2 2, ate cirri tn eostald hy une Beiycs (oh vee enlanties $ 20,000 
Investment by S Co. Ltd. in T Co. Ltd. Jan. 1, 1956 
Common stock — 5/6 of $240,000 ...................... 200,000 
Surplus — 5/6 of ($75,000 + $15,000) .................. 75,000 
Equity acquired per books of T Co. Ltd. ................ 275,000 
Re ee MEINE 952.2 5a LeRoy oe eee as Seer 290,000 
MEINE Bh dha SN 2 Sn Rg a. 1 ates oe igs eae ak he kalba heaarl a My 15,000 
Negative goodwill on consolidation .......................00. 0005. $ 5,000 
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Editor's Comments 

(1) Since part (a) of the question asks for the calculation of consolidated earned 
surplus, the first section of the solution to this part might better, in the editor’s opinion, 
have excluded the $3,000 premium on shares (contributed surplus) on the accounts of 
S Co. Ltd. This part of the calculation would then have been as follows: 


Saersers peas ae 050, as Ber, 1, TGSO 2... cic cece cece a des $801,000 
Eamed ‘suroius S Go. itd. Dec: 81, 1056 ...........2..25.05. $253,000 
Add increase in earned surplus of T Co. Ltd. 
SOUS SUMMON RD TIRED 5 Lg sos land a dia's 6 ve eis 0 weds 25,000 
278,000 


Less Earned surplus of S$ Co. Ltd. 
acquired at Jan. 1, 1955 
REET MED ores oho Sis bls eed eas $37,600 
Minority interest in S Co. Ltd. 
at Dec. 31, 1956 — 


Sp PSTD oS sd oe echoes Dale eae Bae EN 55,600 
93,200 
184,800 
Consolidated earned surplus H Co. Ltd. at Dec. 31, 1956 
subject to adjustment for unrealized profit in inter- 
company transactions and bond discount .....................-00005. $985,800 








(2) The solution to part (a) assumes (as is reasonable) that, in computing its 
interest revenue on bond investments, H Co. Ltd. has not amortized one-tenth of the 
discount relating to its investment in the bonds of S Co. Ltd. In other words, H Co. Ltd. 
records only interest revenue at 4% per annum on par value. The consolidating entries 
would be: 





ior; wemasignyanse (5 %s0. T9G) bis cc daw. oe cwsin sd das sees 250,000 
ioe wasootint 16 060, AA0)) sk .anes eti teas 10,000 
Ce Bona tavemeents (01 Co, Tad)... ..... 6.252. 240,000 

To eliminate inter-company holding of bonds. 

Oe NMR NRE oooh oy is ico SE an ee dS aS 1,000 
ROE RS NMURONUEN SOUITUNERS 55% 55 Ss cl ees SIRS DG slope ai 1,000 


To eliminate the recorded amount of amortized bond discount 
which applies to inter-company holdings. 


The figure for bond discount which would appear on the consolidated balance 
sheet as at December 31, 1956 would be $20,000 — $2,000 — $10,000 + $1,000 
= $9,000, which is the amount of unamortized bond discount relating to the $250,000 
bonds payable of S Co. Ltd. held by the public at December 31, 1956. 
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Alberta 

James C. Miller, C.A. has been elected 
president of the Alberta Associated Cham- 
bers of Commerce and Agriculture. 


British Columbia 

W. R. Dunwell, C.A. announces the 
opening of an office for the practice of his 
profession at 27, 28 — 425 Howe St., Van- 
couver 1. 

Reg. J. Forsyth, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 6274 Fraser St., Vancouver 15. 

Cowan & Cowan, Chartered Account- 
ants, announce the removal of their offices 
to 424 Burrard St., Vancouver 1. 


Manitoba 

Price, Waterhouse & Co., Chartered Ac- 
countants, and William Gray & Co., Chart- 
ered Accountants, announce that practice of 
their profession will be carried on jointly 
by the two firms, with offices on the 5th 
Floor, Canada Trust Bldg., Winnipeg. 

J. A. Hillman, C.A. has been elected 
president of the Winnipeg Chapter, Nation- 
al Office Management Association. 


Nova Scotia 

A. Wm. Linton, C.A. and Howard A. 
MacKinley, C.A. announce the formation 
of a partnership for the practice of their 
profession under the firm name of A. W. 
Linton & Co., Chartered Accountants, with 
offices at Ste. 208, Canadian Pacific Bldg., 
Halifax. 
Ontario 

»F. L. Norwood, C.A. has been appointed 


treasurer of Supertest Petroleum Corp. Ltd., 
London. 


Norman Rubinoff, C.A. announces the 
opening of an office for the practice of 
his profession at 1 St. Clair Ave. E., Toronto 


George Baker, C.A. has been appointed 
secretary of The Rio Tinto Mining Co. of 
Canada Ltd., Toronto, and Donald A. 
Macfarlane, C.A. has been appointed 
treasurer of the group’s operating com- 
panies. 

J. F. Kidner, C.A. has been appointed 
treasurer of Canadian Oil Co.’s, Ltd., Tor- 
onto. 

Joseph Sprackman, C.A. announces the 
removal of his office to 3296 Dufferin St., 
Toronto 19. 

J. F. Vaughan, C.A., general manager, 
Port Weller Dry Docks Ltd., has been ap- 
pointed a director of the company. 


Quebec 

Hyde & Houghton, Chartered Account- 
ants, announce the removal of their offices 
to 233 Notre Dame St. W., Montreal 1. 

J. Howard Gough, C.A. has been ap- 
pointed treasurer of Canadian Aviation Elec- 
tronics Ltd., Montreal, and C. D. Reekie, 
C.A. has been appointed comptroller. 


West Indies 

Peat, Marwick, Mitchell & Co., Chartered 
Accountants; Kemp, Birnie, Britchford & 
Co., Chartered Accountants; and Tapley, 
Bowman & Co., Chartered Accountants, an- 
nounce the merger of their West Indies 
practices. Henceforth their practices will 
be conducted under the firm name of Peat, 
Marwick, Mitchell & Co., Chartered Ac- 
countants, with offices at Bay St. (P.O. Box 
123), Nassau, Bahamas, and at 22-24 Duke 
St. (P.O. Box 76), Kingston and 2 Market 
St., Montego Bay, Jamaica. 
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B.C. INSTITUTE 
58rd Annual Meeting: Changes of both 
locale and pace were features of the 53rd 
annual meeting of the B.C. Institute held 
on June 12 and 13, 1958 at Victoria, B.C. 
A committee of Victoria C.A.’s, headed by 
P. S. Watt, organized a varied and inter- 
esting program for the occasion. Highlight 
of the social events was a barbecue and 
dance held at the Grouse Nest, East Sooke. 


At the June 12 afternoon technical ses- 
sion on “Key Economic Factors in Security 
Analysis”, U.B.C. Professor Les Wong ad- 
vised members to encourage directors of 
public companies to reveal total sales 
figures on financial statements. The gov- 
ernment might at some time enforce the 
counterpart of S.E.C. regulations if many 
public companies persist in withholding 


important items for security analysis from 
financial statements. 


Brenton S. Brown, prominent Vancouver 
insurance adviser, stated at the June 13 
morning session that the failure of most 
insurance programs was one of assessment 
rather than execution. Accountants can 
give some assistance to clients by assessing 
the needs for insurance coverage. 

At the June 13 members’ luncheon, J. 
L. Telliwell, F.C.A., presented certificates 
of fellowship to A. Percy Foster and W. F. 
(Bill) Martin. 

Officers for the 1958-59 year are George 
M. Miller, president; Frank E. Walden, 
vice-president; Peter Stanley, immediate 
past president. 


Vancourer Students: The manager of the 
Vancouver division of the management con- 
trols department of Peat, Marwick, Mitchell 
& Co., Vernon G. Seadon, addressed the 
Students Society on “Providing Manage- 
ment Consulting Services for Audit Clerks” 
at a technical session luncheon on June 24, 
1958. 


A North Vancouver ferry was chartered 
for an evening cruise on Burrard Inlet to 
celebrate the winding up of the 1958 season 
of the Students’ Society Bowling League 
on July 5, 1958. The team from Collins 
and Collins led the league this year. 


C.A. Club of Vancouver: The salmon fish- 
eries v. hydro-electric power controversy 
was carried on at the meeting when A. 
Hans Swinton, solicitor and director of 
Moran Power Development Ltd., addressed 
the C.A. Club of Vancouver at the July 7 
luncheon meeting. 


ONTARIO INSTITUTE 


1958 Annual Conference: Nearly 300 mem- 
bers of the Institute of Chartered Account- 
ants of Ontario attended the Institute’s 
third annual two-day conference, June 16 
and 17. Held at the University of Western 
Ontario in London, the conference placed 
considerable emphasis on the non-account- 
ing aspects of the C.A.’s overall interest in 
the problems of business. 

The annual general meeting of mem- 
bers on Monday afternoon, June 16 was 
preceded by two sessions on “The Art of 
Administration” under the chairmanship of 
J. C. Taylor, F.C.A., Professor of Business 
Administration at the university. Interest 
in this topic was considerably heightened 
by the recommendation from a special sub- 
committee of the Provincial Institutes’ Com- 
mittee on Education and Examinations last 
year to the effect that the course of study 
leading to the C.A. certificate include some 
training in the principles and techniques 
of administration. The two sessions pro- 
vided not only an excellent introduction to 
the subject but an opportunity for mem- 
bers to participate in several methods that 
have been used in helping people to acquire 
the art. 
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1958-59 B.C. INSTITUTE OFFICERS 
Left to right: Peter Stanley, immediate 
past prcsident; George Miller, president; 

Frank Walden, vice-president. 


Mewhbers of ctoria planning 

committee review >» am of the 

meeting. Sian x, lefi to right: Lloyd 

Jermain and Drummond Taylor. 

Seated, left to right: Gordon Green, 

Stewart Watt (chairman) and Dennis 
Roberts. 


At the June 13 technical session, H. 

G. Craven and guest speaker, Brenton 

S. Brown, Vancouver insurance con- 
sultant. 


P. Pedneault (left) explains the art of barbecuing selmon to Mrs. Peter Stanley, Mrs. F. 
A. McMenamin, F. A. McMenamin, president of the Oregon Society of Certified Public 
Accountants, Mrs. Bob McKean, Stewart Watt, Bob McKean and Peter Stanley. 














ONTARIO EXECUTIVE 1958-59 


Left to right: W. J. Ayers, Toronto, treas- 

urer; R. B. Dale-Harris, Toronto, secretary; 

M. A. Bradshaw, Toronto, president; J. G. 
Brown, Kitchener, vice-president. 


An informal reception followed the gen- 
eral meeting. F. W. P. Jones, dean of the 
University of Western Ontario School of 
Business Administration, was the guest 
speaker at the opening day dinner at which 
the new executive were presented to the 
members. 

Dean Jones’ address dealt with the im- 
portance of management’s responsibility in 
profit-making, and the role of the account- 
ant as a member of the only profession avail- 
able to advise management in all its phases. 
True profit is a very long range proposition 
today, he said, as it must account for cur- 
rent costs; unpredictable expenses in the 
future, including expansion; unsuccessful 
business ventures; and expenses for chari- 
ties, schools and hospitals. Over this long 
term, true profit is also very dependent on 
organized labour, the government and, na- 
turally, the consumer. 

“Because of this”, said Dean Jones, “it is 
imperative that everything possible be done 
to make these three groups understand just 
what a true profit does for the economy of 
the country.” 

Profits are down today compared to 1950, 
he pointed out, and urged the members to 
help management examine its own profit 
potential. “Management may be missing 
many avenues open to restoring profits and 
the four routes that should receive particu- 
lar emphasis are people, transportation, re- 
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search and market development, and ad- 
vertising. 


Development of executives must be a 
continuing program, with no cessation dur- 
ing hard times. The eventual result of 
such cessation is a company of very old 
and very young executives, with nobody 
in between. Automation can carry us a 
long way, but real progress will still always 
be made only by people, he said. 


Dean Jones showed the need for con- 
centrated executive development by ex- 
plaining that in 1933, as North America 
eased gently from the depression, one 
executive was needed for 25 employees, 
whereas today one is needed for eight 
employees. An important part in the en- 
couragement of young executives is the 
stress placed on incentives by their com- 
panies, he said, and cited many examples 
of “incentive plans” now in effect with U.S. 
companies. 

Regarding transportation, he remarked 
that most companies do 80% of their busi- 
ness with 20% of their lines. Most of them 
lose potential profit “by not always having 
the right lines at the right places at the 
right times”. 


“Nobody can afford to ignore research 
programs”, he said and offered as an exam- 
ple the gold mining industry. This indus- 
try, in figuring its product must be good 
for “something other than Fort Knox and 





Left to right: C. F. Gaviller, Owen Sound; 
O. C. Tidbury, Chatham; D. A. Sim, Ot- 
tawa; D. W. Burley, Niagara Falls. 
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human teeth”, has a very elaborate research 
program to discover new uses for gold. 

Advertising has become a major market- 
ing power only since the war, he said, and 
many companies still misunderstand its 
uses. Good advertising “can be a real 
joy”, but companies should decide care- 
fully what they advertise and how. 

At four concurrent sessions on Tuesday 
morning, June 17, the problems of public 
practice and matters of particular interest 
to members in industry were thoroughly ex- 
plored. In an address titled “Sales Looks 


at Accounting”, George F. R. Plummer, 
F.C.A. called for greater cooperation and 
understanding between comptrollers and 





COFFEE BREAK 
A group of Ontario members on the 
campus of the university. 

sales managers or their counterparts. A 
panel discussion, chaired by D. Bruce 
Davis, F.C.A., brought out methods by 
which the practising firm can help the 
client through information obtained by the 
staff in the course of the audit. The pros 
and cons of the verification of inventories 
were discussed by a panel under the leader- 
ship of K. W. Lemon, F.C.A. while F. L. 
Norwood, C.A. delivered a paper, “Cana- 
da’s Notional Accounts”, which showed the 
available wealth of statistics and related 
material on future trends and conditions 
as they will affect particular businesses. 

“Operations Research”, a comparatively 
new and rapidly expanding facet of the 
Canadian business scene, was the subject 
of the conference’s final plenary session, 
with R. A. McDougall, M.A. of Montreal 


as guest speaker. 
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M. A. Bradshaw was elected president 
for the year 1958-59 at the business session 
following the annual meeting. Other offi- 
cers elected were: vice-president, J. G. 
Brown, Kitchener; secretary, R. B. Dale- 
Harris, Toronto; treasurer, W. J. Ayers, 
Toronto. 


C. A. Scholarships: The Institute was 
pleased to note that B. S. Sutton, a winner 
of a C. A. scholarship in 1957, came first 
in first class honours in the Commerce and 
Finance course at the University of Toronto, 
in June 1958. 


Affiliates: The following applicants have 
been admitted to membership by affiliation: 
V. A. Phillips (Que. ’57), J. I. Spens (Scot. 
14), E. Walton (Eng. 49), P. M. Watt 
(Eng. ’57), J. S. Wilson (Scot. ’26), H. Z. 
C. Chick (Inc. ’55), C. V. B. Corbet (B.C. 
"47, Alta. ’39), W. W. B. Dick (N.B. ’47), 
R. Kettle (Eng. 50), G. O. Lind (Inc. ’44), 
J. R. Neal (Sask. 50), D. D. Smith (Eng. 
50), D. E. Wallis (Inc. 54), S. P. Wilkins 
(Eng. *44), R. A. Wilson (Alta. 56), W. 
S. Hulton (Scot. 49), D. J. Belton (Ire. 
’49), D. S. Butterfield (Que. ’37, N.S. ’53), 
C. M. Coulter (Eng. ’57), K. P. Hayes 
(Que. 49). 


QUEBEC INSTITUTE 


The second annual conference, combined 
with the Institute’s 78th annual meeting, 
was held at Laval University, Ste. Foy, (a 
suburb of Quebec City), on Monday and 
Tuesday, June 16 and 17. 

Several hundred members gathered on 
Sunday, June 15 and were entertained at 
a reception at the university residence (Mai- 
son Biermans-Moraud ). 

Sessions on Monday and Tuesday were 
held in the Faculty of Commerce building, 
half being conducted in French, half in 
English. 

The lead-off session Monday morning, 
on the role of the chartered accountant in 
the changing economy, was divided into two 
panel meetings. The English meeting was 
under the chairmanship of Herbert Byle- 
veld, economist of the Bathurst Power & 
Paper Co. Ltd., with W. Pierce Gould, R. 
M. Rennie and J. E. Smyth, associate pro- 
fessor of accounting at Queen’s university, 
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as panelists. The French panel had Henri 
Ferron as chairman and J. J. St. Pierre, 
Jean Lanctét and Marcel Bélanger as panel- 
ists. 

The second morning session in English 
was on staff recruitment and training with 
G. Walter Brown of Brakeley Public Rela- 
tions Ltd. as chairman and Julien Fayet, 
Norman LeBlanc and E. B. FitzRandolph as 
panel members. At the same time, two 
panel meetings were held in French, one 
on provincial income tax, with Lionel Rous- 
sin as chairman, Godfrey Gourdeau and 
Omer Pouliot as panelists, and the other on 
the gradual introduction of budgetary con- 
trol, with Robert DeCoster as chairman, 
and Maurice Godbout and Gérard Larose 
on the panel. 

The highlight of bilinguality was at- 
tained in simultaneous addresses Monday 
afternoon on the subject of professional 





NEW QUEBEC EXECUTIVE 
Left to right: Cecil Usher, secretary; C.-E. 
Belanger, treasurer; H. I. Ross, president; 
J. E. Maheu, Ist vice-president; M. L. 
Watt, 2nd vice-president. 


ethics, one in English by Rev. Brother Clé- 
ment Lockquell, Dean of the Laval Faculty 
of Commerce, and the other in French by 
George P. Keeping, president of the Quebec 
Institute. The 78th annual meeting of the 
Institute also took place on Monday after- 
noon. 

Discussion groups on Tuesday morning 
were as follows: 
In English: 

Elements of Cost—A. P. Smibert, chair- 
man; Problems of Sole Proprietorships and 


Partnerships — W. I. Sheper, Henry Dobrin, 
(chairmen, 2 sessions); Inventory and Pro- 
duction Controls — F. V. Anderson, chair- 
man; Audit Planning and Administration— 
Claude Allard and John F. Lewis, chairmen. 
In French: 

Professional Ethics—René Gagnon, Mau- 
rice DeCoster, (chairmen); Estate Planning 
—Paul Bruneau, chairman; Management 
Consultants—Marcel Caron, chairman. 


A628 secre cos ay 





AT THE QUEBEC CONFERENCE 
Left to right: Albert Garneau, co-chairman 
of the Committee on Arrangements, chats 
with H. I. Ross and M. L. Watt. 


The committee in charge of arrangements 
for the conference consisted of Albert Gar- 
neau and K. P. Farmer, co-chairmen, Jules 
Bélanger, D. P. Cassidy, Maurice DeCoster, 
Godfrey Gourdeau, Marius Laliberté, Robert 
Noel, Gérard Renaud, Alphonse Riverin, 
Roger Roy, Roger-H. Stanton and Paul R. 
Thivierge. 


NEWFOUNDLAND INSTITUTE 


At a meeting on June 20, 1958 of the 
Institute of Chartered Accountants of New- 
foundland, held in the Newfoundland 
Hotel, the following members were elected 
to serve on the Council of the Institute for 
the following year: president, E. M. Hun- 
ter; vice-president, F. D. Woolgar; secre- 
tary-treasurer, S. N. Inkpen; R. Leith, J. C. 
Newland, J. Hyslop, C. W. Earle, P. J. 
Gardiner and J. B. Marshall. 


SAINT JOHN STUDENTS SOCIETY 


The annual meeting of the society took 
place at the Admiral Beatty Hotel on 
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THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANT; 


List of Publications 


Books and Brochures 
Financial Reporting in Canada, 1957 ($4.00)° $5.00 


Accounting Terminology ............ ($2.00)* 2.50 
Integrated and Electronic Data Processing 

SARS ir tte he tase a Cas 1.75 
Accounting for the Forest Product Industries . . 1.75 
Grain Accounting in Canada ............. : SS 
Municipal Finance in Canada ............. . 1.95 
Auditing Procedures, by Dell & Wilson ...... 1.25 
Should Small Business Incorporate? ........... 25 
Chartered Accountant Examinations in Canada— 

& @uide for Studente . ose desea : 50 


Examination Questions and Solutions 


Questions — 1952, 1954, 1955, 
1956, 1957 intermediate and final ....... .50 each 
Solutions — 1955, 1956 ..... Be ees ash 50 each 


Accounting and Auditing Research Bulletins 


Bulletin No. 2 and Nos. 4 to 15 inclusive .. .25 each 
(available in English and ere 
Binder for bulletins ......... Laehes Oe 


*Special price to members only. 


Order these publications (postage prepaid) from 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East Toronto 5, Ontario 
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June 12, and the following officers were 
elected for the coming year: president, D. 
W. Buckle; vice-president, R. H. Hawkes; 
secretary, I. L. Currie; assistant secretary, 
D. E. Mowatt; treasurer, R. E. Campbell; 
executive members, A. J. Bourque, J. C. 
Bartlett, J. P. Michaud, H. A. Sharp. 

On June 25 a social evening at the Ren- 
forth Community Club marked the end of 
the year’s activities, 


HAMILTON & DIST. STUDENTS 


The annual meeting of the Hamilton and 
District Students Association was held on 
Thursday, June 26, 1958, at the Doon Val- 
ley Golf and Country Club, Preston. Ap- 
proximately 130 members turned out on the 
golf course, after which the ninth annual 
dinner took place followed by the election 
of the executive for the coming year. 


WINDSOR & DIST. STUDENTS 

On Saturday, June 21, 1958, the Wind- 
sor students staged their version of a 
“Comedy of Errors”. It consisted of a 
mixed (boys and girls) ball game at Point 
Pelee National Park. “A” team rallied in 
the final inning to edge “B” team 21 to 16. 
Following the game an auction was held. 
Each girl was asked to bring a picnic lunch 
for two and these various assortments were 
auctioned off to the men in the crowd. 


On June 25, the branch held its second 
annual “Careers Night” at which the guests 
were students of Grades XII and XIII, in- 
terested in chartered accountancy, and their 
guidance teachers. Speakers of the even- 
ing were Kenneth Reid of the Department 
of National Revenue, William Copeland of 
Brokenshire, Scarff & Co., William Mclvor 
of Kelsey Wheel Company and William 
Spencer of the students association. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 


giving full details to: 


69 Bloor Street East, 
Toronto 5, Ontario. 


EDUCATIONAL ASSISTANT 


The Canadian Institute of Chartered Accountants requires a 
recently qualified C.A. to work in its Education and Examination 
section. After an induction period, it is anticipated that the success- 
ful applicant will assume the responsibilities of Secretary to the 
Provincial Institutes’ Committee on Education and Examinations, 
and the Board of Examiners-in-Chief. The work is based in Toronto, 
but some travelling is involved. Applications are particularly sought 
from members who are interested in the profession's educational 
programme. In determining salary, consideration will be given to 
experience and educational background. Other benefits include a 
contributory pension plan and group insurance. Write in confidence, 


The Executive Secretary, 
The Canadian Institute of Chartered Accountants, 
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CLASSIFIED ADVERTISEMENTS 

All replies to box numbers should be sent to 

The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 


Closing date is 13th of preceding month 


THE NEW SOUTH WALES UNIVER- 
SITY OF TECHNOLOGY — Vacancy for 
Associate Professor of Accountancy. The 
university invites applications for the posi- 
tion of associate professor in the school of 
accountancy. Salary £A2861 per annum. 
Applicants must possess a university degree 
and be members of a recognized profes- 
sional accountancy Institute or Society. 

The appointee will be responsible to the 
head of the school and will be expected to 
assist in the development of research pro- 
grams and in the supervision of post- 
graduate students. The appointee will be 
eligible, subject to passing a medical ex- 
amination, to contribute to the state super- 
annuation fund for a pension of £41400 per 
annum on retirement. 

Associate professors are eligible for six 
months’ study leave on full salary after three 
years of service or twelve months after 
six years of service. Subject to the consent 
of the university council, associate profes- 
sors may engage in a limited amount of 
higher consultative practice. 

The university reserves the right to fill 
the position by invitation. First-class ship 
fare to Sydney of appointee and his family 
will be paid. 

Four copies of applications (including 
the names of three referees) and support- 
ing documents should be lodged with the 
Agent General for New South Wales, 56 
Strand, London, W.C.2, and a copy for- 
warded in an envelope marked ‘University 
Appointment’ by airmail to the Bursar, Box 
1, Post Office, Kensington, New South 
Wales, Australia, not later than 31st August, 
1958. 


ACCOUNTING PRACTICE WANTED in 
Montreal by, purchase or succession agree- 
ment. Box 766. 


ACCOUNTING PRACTICE WANTED in 
Toronto by purchase or succession agree- 
ment by Western Canada firm. Box 798. 











PRACTICE FOR SALE by chartered ac- 
countant, Edmonton and vicinity. Box 
791. 


JUNIOR PARTNER: Firm of chartered 
accountants with a nation-wide practice 
has an opening in its Montreal office for a 
junior partner. Generous salary for a one 
year trial period, to be followed by a de- 
finite arrangement for partnership if found 
suitable. Applicant should have had at 
least five year’s experience in practice since 
obtaining C.A. degree. Replies will be 
treated as confidential. Qualified members 
of our staff have been advised of this ad- 
vertisement. Apply Box 792. 


RESIDENT MANAGER required by chart- 
ered account firm for branch office close to 
Vancouver. Reply, giving full particulars 
to Box 795. 


SENIOR ACCOUNTANT REQUIRED by 
Western retail lumber company with head 
office in Winnipeg. Young chartered ac- 
countant with some experience in commer- 
cial field preferred. Position offers excel- 
lent salary and advancement to executive 
capacity. Applicants may write stating 
age and complete details of qualifications 
and experience to Box 797. 


INTERMEDIATE STUDENT for office in 
Southern Ontario. Good opportunities for 
advancement. G. H. Ward, 6 Hayden St., 
Toronto 5. WA 1-1115. 


STUDENT WANTED: Intermediate or 
senior by Greater Vancouver firm. Reply, 
giving full particulars to Box 796. 


CHARTERED ACCOUNTANT, B.Com., 
age 32, married, 14 years experience in 
public accounting, industry and income 
taxes, seeks responsible position with in- 
dustrial or commercial firm in Ontario or 
Quebec. Available September. Box 794. 


YOUNG CHARTERED ACCOUNTANT 
available for part-time work, Toronto area, 
evenings and week-ends. Box 793. 








C.A. age 35, desires supervisory position 
with public accounting firm in Toronto lead- 
ing to partnership. 11 years public account- 
ing experience. Top references. Box 799. 
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BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, 
PITBLADO, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. } 


STEWART, SMITH & MACKEEN 


Barristers and Solicitors 


en 


Roy Building Halifax, N.S. 


ROSS & ROBINSON 


Barristers and Solicitors 





Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - - - Ottawa 4, Ont. 
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BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 










25 King Street West - : - - Toronto 1, Ont. 
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WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - . - . Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street East - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Barristers and Solicitors 


Royal Bank Building - -  -  - Montreal I, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 
Bank of Canada Building - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - -  -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 
100 Place dYouville, Suite 200 - - - Quebec, P.Q. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - - Regina, Sask. 








LIFE INSURANCE 


JAMES CROSSLAND, C.L.U. 
Estate Analysis, Business and Personal Life Insurance 


MUTUAL LIFE ASSURANCE CO. OF CANADA, 50 KING ST. W., TORONTO 


ELDER, DONALDSON & CROFTS 
Chartered Life Underwriters 
CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
Licensed with The London Life Insurance Company 
25 Kinc Str. WEstT Toronto, ONT. 


MERTON DURANT — ROSS DURANT 


We offer service based on many years of successful experience. 


Pension Plans, Estates Analysis, Employee Benefit Plans 
THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


J. MILTON BROWN _ J. ROGER FLUMERFELT 
Chartered Life Underwriters 


GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 Sr. James St. WEstT MONTREAL, QUE. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 


SUN LIFE OF CANADA 


Sun Lire Burpinc MONTREAL, QUE. 
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** She sure needs a time-saving Friden” 


There are fourteen Friden calculators to suit every business. 
Solve the problems of inventory, payrolls and invoices with greater 
speed, greater accuracy with an automatic Friden calculator. Or, if 
you are handling sales reports or budgets, do it automatically with 
a Friden. The Friden’s 26 time-saving features include: automatic 
clearing after each calculation; automatic division, positive keyboard 
lock and individual column locks. 


The Friden does more operations i 
without operator decisions than any 
automatic calculator. This saves time 


—and money. FIGURES FASTER 


Learn more about the time-saving 
Friden—priced much lower 
than you'd think! Write or 
phone for a remarkable 
15-minute demonstration. No 
obligation of course, 


Sales and Service across Canada 
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... they're natural partners! 


Integrated Data Processing — IDP — is the modern 
automation method of mechanizing paperwork. By a 
single typing, paperwork can be integrated between 
locations through teletype. Thus, with IDP and BELL 
TELETYPE you can distribute data (orders, reports, 
etc.) across the city or across the country through 
one simple operation. 


Moreover, this oes method is based on 
today’s modern “mechanical languages’’, so the tape 
shown here can actuate many business machines, 
increasing still further the usefulness of IDP. 


With maintenance service as close as your local 
telephone office, BELL TELETYPE is your dependable 
communications component of IDP systems, 


Consult Bell on how data processing can be integrated 
between offices, factories and warehouses. 


Forthe booklet “BELL TELETYPE’S Place In Your IDP Program”, 
write or phone (collect) te: 
MONTREAL — 1060 University St. 

Tel. UN 6-3911—Ext. 2981 
TORONTO — 393 University Ave. 

Tel. EM 8-3911—Ext. 2151 








